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This Joint Application ("Point Application") is filed by Verizon California, Inc. ("Verizon

California"), Verizon Long Distance, LLC ("VLD"), Verizon Enterprise Solutions, LLC

"VES"), Frontier Communications Corporation ("Frontier"),1 New Communications of the

Southwest Inc. ("NewILEC") and New Communications Online and Long Distance, Inc.

"NewLD") for approval of the transfer of Verizon Communications Inc.'s ("Veirizon") local

exchange and long distance business in the territory served in Arizona by Verizon California to

companies to beownedand controlled by Frontier and for such other approvals as may be

deemed necessary to complete this transaction. This Joint Application is filed pursuant to A.R.S.

E
I

24

of

22

25
Frontier Communications Corporation is not a public service corporation as defined in Article 15, Section 2 of the

Arizona Constitution, and therefore, is not subject to the jurisdiction of the Arizona Corporation Commission.
Frontier is a party to this application for the limited purpose of obtaining a waiver or approval of the transactions

26 l described herein. if required, under the Commission's Affiliated Interests Rules. R14-2-801 et seq.
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§40-281 Hz seq., A.R.S. §40~285, AAC R14-2-801 Er seq. ("Affiliated Interests Rules"), AAC

R14-2-1105, and any other Commission rules and statutes that may be applicable. In addition,

the parties seek a waiver of the Commission's Slarnming Rules (AAC R14-2-1901 et seq.) to

allow for the transfer of long distance customers as part of the transaction described in this Joint

5 Application .
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As discussed in greater detail below, the essence of the transaction as it relates to Arizona

is that Verizon California's incumbent local exchange carrier (ILEC) operations will be

transferred in their entirety to NewILEC, which will be ultimately controlled by Frontier.

Likewise, certain long distance customers of VLD and VES in Arizona will be transferred to

NewLD, which also will be ultimately controlled by Frontier. Upon closing, Frontier will own

and control and its board of directors and management will manage both the Verizon assets

transferred as part of aNs transaction as well as its current operations in Arizona. Upon

completion of the transfer, NewILEC and NewLD will have the same tariffs and will offer

substantially the same regulated retail and wholesale services under the same rates, terms, and

conditions that exist today.

with this transaction, consumers in service areas to be acquired by Frontier will join

consumers across Frontier's territories and become a key strategic focus of Frontier. Frontier is a

wireline communications company dedicated primarily to serving rural and small urban areas,

where it has a proven track record of success. This transaction will allow Frontier to btulid on that

20

21

22

23

24

success over much broader areas and generate substantial public interest benefits.

The proposed transaction will promote broadband deployment and investment in the rural

areas to be acquired in Arizona. Frontier has a strong record of deploying broadband in the

communities it serves. Indeed, increasing broadband availability in the rural portions of its new

footprint will be a business imperative for Frontier in order to retain customers and to reduce the

25
I

26

access line loss Verizon has recently been experiencing fn these areas. Frontier will also bring to

these communities its innovative customer service programs, such as its program to assist new

-2-
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subscribers for broadband services by sending a technician to a customer's home to set up service

and ensure that consumers are comfortable navigating and using high-speed services in the home.

Frontier believes that through a combination of investment and high-quality customer service, the

proposed transaction will make Frontier a stronger and more focused service provider to the

benefit of consumers in the areas it serves.

Just as significantly, the transaction will provide Frontier with a stronger financial

structure and will not result in any competitive harm. None of the local exchanges being acquired

by Frontier from Verizon overlap with any of the local exchanges already served by Frontier, and

Frontier and Verizon do not currently compete for customers in any of the affected exchanges.

As a result, the transaction will not reduce the number of competitors in Arizona. Moreover, this

transaction will be seamless for retail and wholesale customers. On the retail side, Frontier will

10

11

12

13

14

15

16

17

18

19

20

honor existing tariffs and contracts. As to wholesale customers, Frontier will assume or honor all

obligations under Verizon's current interconnection agreements, tariffs, andother existing

arrangements .

Further, because Frontier will not need to convert billing and other operational systems at

or before closing, the transaction will be seamless to customers. Frontier will use the same

support systems Verizon uses today to serve its customers, and these systems will be transferred

to Frontier. In short, the transaction will be transparent to the affected Arizona customers, and

after the transaction is complete these customers will be served by Frontier, which has extensive

experience in such operations and a much larger presence in Arizona than Verizon.

21 1. THE PARTIES AND THE TRANSACTION

22

23

24

25

26

THE PARTIES

1. Frontier is a corporation organized under the laws of the state of Delaware and is

a publicly traded holding company with its stock listed on the New York Stock Exchange under

the symbol "PTR." Frontier is a full-service communications provider and is one of the largest

rural local telephone exchange companies in the country. Frontier offers telephone, television

3
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and Internet services, as well as bundled offerings, wireless Internet data access, data security

solutions and specialized bundles for small/medium/large businesses and home offices to

customers in 24 states. In 2008, Frontier's revenue was $2.2 billion, with a net income of

$182.7 million." Frontier has approximately 5,600 employees andserves a total of 2.8 million

voice and broadband connections, including 2.3 million access lines.

Frontier does not conduct business directly in Arizona but owns and controls

incumbent local exchange operations in 24 states, including Arizona. Frontier controls the

following three incumbent local exchange coniers in Arizona: Citizens UtilitiesRural Company,

Inc., Citizens Telecommunications Company of the White Mountains, Inc. and Navajo

Communications Company, inc. In total, these three ILE Cs provide service to approximately

145,000 access lines in Arizona, Frontier's subsidiary, Frontier of America, Inc., is a reseller of

12 interexchange service in Arizona.

3.13

14

15

16

17

Verizon California holds a Certificate of Convenience and Necessity ("CCN") to

provide local exchange services in Arizona. It provides service to six exchanges located in La

Paz County: Cibola, Ehrenburg, Bouse, Parker, Parker Dam, and Poston. Verizon California has

approximately 6,000 access lines in Arizona. Verizon California is an indirect, wholly owned

subsidiary of Verizon.

4.18

19

20

VLD holds a CCN to provide competitive interLATA/intraLATA resold

telecommunications (except local exchange services) in Arizona pursuant to Decision No. 61845 .

VLD is an indirect, wholly owned subsidiary of Verizon.

21

22

23

24

25

2 Frontier's most recent 10~K (filed February 27, 2009 for year ended December 31, 2008) and 10-Q (filed May 07,
2009 for quarter ended March 31,  2009) f i l ings with the Securities and Exchange Commission are avai lable
at: h t t p : / / www. s ec . aov / A rc h i v es / edga r / da t a / 20520 / 000002052009000009 / f o rm 1 ( ) k 4q2008 . t x t
and h ' t l D ! / / www-s c c . z ov / A rc h i v es / edga r / da t a / 20520 / 000002052009000023 / f o rm l 0q_ l q09 . t x t v
respectively.26
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5. VES holds a CCN to provide competitive interLATA/IntraLATA resold

telecommunications (except local exchange services) in Arizona pursuant to Decision No. 61603.

VES is an indirect, wholly owned subsidiary of Verizon.
I
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22
1

23

New Communications Holdings, Inc. ("NCH"), New Communications ILEC

Holdings, Inc., ("NCIH"), which are not parties to this Joint Application, and New1LEC and

NewLD, are Delaware corporations formed for the purposes of the series of internal

reorganizations and transactions described in this Joint Application.

THE TRANSACTION

7. On May 13, 2009, Frontier, Verizon and NCH entered into an Agreement and

Plan of Merger (the "Merger Agreement") under which Frontier, through a merger transaction,

will acquire approximately 4.8 million access lines (and certain related assets) currently owned by

subsidiaries of Verizon in Arizona, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina,

Ohio, Oregon, South Carolina, Washington, Wisconsin and West Virginia as well as portions of

California bordering Arizona, Nevada and Oregon. The Merger Agreement filed with the

Securities and Exchange Commission ("SEC") is available for review online at

http://www .sec.gov/Archives/edgar/data/20520/0000950l5709000266/ex2- 1 .htm._On the

same date, Verizon and NCH entered into a Distribution Agreement. A copy of the Distribution

Agreement filed with the SEC is available for review online

at http://www.sec.gov/Archives/edgar/data/20520/000095015709000266/ex10-1 .him.

The Merger Agreement and Distribution Agreement are designed to: (a)

establish a separate entity (i.e., NCH) as the holding company for Verizon's local exchange, long

distance and related business activities in the acquired areas as described above, (b) spin-off the

stock of that new entity to Verizon shareholders, and then (c) immediately merge the new entity

24 into Frontier.

25

26

More specifically, the transaction will be completed through several steps:

B.

6.

8.

9.

5
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(i) NCH will serve as the holding company for the local exchange, long distance and

related businesses in Arizona and the other affected states that are being transferred to

Frontier. As noted above, NCH currently is a subsidiary of Verizon; after the transactions

described below, it will be merged into Frontier. Frontier will be the surviving entity, and

will then own and control the Verizon assets and operations being transferred to it through

the proposed transaction.

I

'7

i
I 8
»

|

9

10
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(ii) NCH has two newly formed subsidiaries: (a) NCIH, which will own the stock of

NewILEC and the other operating ILl8Cs in the acquired areas; and (b) NewLD, which

will hold the accounts receivables and customer relationships related to the long distance

operations (and other operations) in Arizona and the other affected states,

12

13

14

15

(iii) Through a series of intra-corporate transfers, Verizon will transfer (or cause to be

transferred) the stock of NewILEC to NCIH.3 Similarly, VLD and VES will transfer their

accounts receivables and customer relationships related to their long distance operations in

Arizona and the other affected states to NewLD.16

17

18

19

I

!
I

20

21

22

23

(iv) The stock of NCH will then be distributed to Verizon shareholders - that is, NCH wit]

be "spun off" from Verizon to Verizon's shareholders so that NCH and Verizon will be

separate corporations. Immediately following this spin-off, NCH will be merged into

Frontier, and Frontier will be the surviving holding company, operating under its existing

name and corporate structure, but also owning all of the stock of NCI-I's subsidiaries,

NCIH and NewLD. Once the merger is completed, NCH will cease to exist, thus, NCIH

24

25

26

3 The assets and business to be transferred to NCIH (as well as the assets andbusiness that arenotbeing transferred)

are more fully described in the Distribution Agreement between Verizon and NCH.

i
i

1



1 and NewLD will be direct subsidiaries of Frontier, andNewILEC will be an indirect

subsidiary through NCIH.

3 10. Frontier will not acquire all of Verizon California's operations - it will acquire

4 I only Verizon California's operations in Arizona, Nevada,and those portions of California near

5 I the Arizona and Nevada borders. Accordingly, prior to the spin-off of NCH and its merger into

6 I Frontier, Verizon California will assign its assets, liabilities, and customer relationships relating

7 I to its ILEC operations in Arizona, Nevada, and only portions of California to NewILEC. Verizon

8 I California also will transfer the stock of NewILEC to NCIH through a series of intermediate

9 I transfers, such that NewILEC will becomea direct, wholly owned subsidiary of NCIH and an

10 I indirect, wholly owned subsidiary of NCH. In this way, after the merger of NCH into Frontier,

11 I Frontier will be the parent of NewILEC. Also, after the merger, Verizon will continue to own

12 Verizon California, which will continue to serve the territory in California that is excluded from

2

I

13

14

15

I the transaction. Exhibit 1 includes slides that describe the transaction as it relates to Arizona and

I other affected states and depict the corporate structure pre- and post-merger.

11. Immediately following the completion of the transaction, Verizon's end-user

16 l customers will continue to receive substantially the same services, service rates, and service terns

17 | and conditions as immediately prior to the transaction. NewLLEC and NewLD will file new

18 I tariffs appropriate to adopt the rates, terms and conditions in the tariffs under which the Verizon

19 | companies have been operating in Arizona.

20 12. Upon completion of the transaction, the Commission will retain the same

21 | regulatory authority over NewILEC and NewLD for services offered that the Commission

24

25

22 ] possesses prior to the consummation of the transaction.

23 13. NewILEC will assume Verizon California's wholesale obligations, including

I contracts, to Arizona wholesale customers and to other coniers.

14. NewILEC and NewLD will conduct business in Arizona in accordance with all

26 I applicable laws, rules and Commission orders. Upon completion of the Transaction, Frontier

7
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2

3 15.

4

may elect to change the names of NewILEC and NewLD, if so, it will make all necessary filings

to accomplish the name changes.

No change of control will occur with respect to Frontier's existing operating

entities in Arizona, including the existing Frontier ILE Cs in Arizona and Frontier of America,

5

6

7

8

9

Inc., or with respect to any entity holding a controlling interest in them, because the control of

these companies will remain with Frontier as today. These companies will not be affected by the

transaction and will continue to operate as separate entities under their existing tariffs and

Commission regulatory requirements immediately following the transaction.

At the completion of the transaction, Frontier will own and control and its board16.

10

11

of directors and management will manage both the Verizon assets being transferred to it through

the transaction at issue here, as well as its existing operations in Arizona. Specifically, in Arizona

Frontier will own and control four incumbent local exchange companies in Arizona: Citizens

13

14

Utilities Rural Company, Inc,, Citizens Telecommunications Company of the White Mountains,

Inc., Navajo Communications Company, Inc. and NewILEC.' In addition, Frontier will own and

15

16

control two long distance companies operating in Arizona: Frontier of America, Inc. and NewLD.

Frontier's pre- and post-transaction corporate structure is illustrated in Exhibit 1.

17 ll. APPROVAL UNDER A.R.S. §40-285

18

19

21

22

17. The parties request approval of the transaction under A.R.S. §40-285.

Specifically, A.R.S. § 40-285(A) provides in pertinent part that, "A public service corporation

shall not sell, lease, assign, mortgage or otherwise dispose of or encumber the whole or any part

of its ... system I .. nor shall such corporation merge such system or any part thereof with any

other public service corporation without first having secured from the commission an order

23

24

25

4 Citizens Utilities Rural Company, Inc., Citizens Telecommunications Company of the White Mountains,
Inc., Navajo Communications Company, Inc., and Frontier of America, Inc., will not be affected by the transaction
described in this Joint Application, and therefore, have not been listed as parties to the application. However, in the
event the Commission determines that each of these Frontier affiliates must obtain express approval of the transaction
or a waiver under the Cornrnission's Affiliated Interests Rules, then Frontier requests that die Commission grant such
approval or waiver as part of the authorizations requested in this Joint Application.

26

20

12
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7 18.

8

9

10

11

12

13

14

authorizing it so to do." In addition, A.R.S. § 40-285(D) provides that "[a] public service

corporation shall not purchase, acquire, take or hold any part of the capital stock of any other

public service corporation organized or existing under that laws of this state without a permit

from the commission." The Commission has approved transactions under this statute if they are

in the public interest. For the reasons set forth below, the proposed transaction is clearly in the

public interest, and the parties respectfully request that the Commission approve it.5

Frontier currently has approximately 2.3 million access lines in 24 states and is a

leading and respected provider of telecommunications services to rural and small urban markets

across the country. Frontier and its operating companies are dedicated to providing their

customers high quality service at reasonable rates, and have a rich history in serving rural and

smaller city service areas in Arizona and e1sewhere.6 To ensure that it places the customer first,

Frontier has pursued a strategy of focusing on and enhancing its local presence in the

communities in which it operates. with the proposed transaction, the residential and business

consumers in the service areas it is acquiring from Verizon will become a key strategic focus for

15 Frontier,

16 19.

17

18

19

20

21

The proposed transaction will accelerate Frontier's growth, creating a much

larger company with increased financial strength and flexibility. Frontier will be the fifth~1argest

ILEC in America, serving predominantly rural communities, and it will have 8.6 million voice

and broadband connections, including more than 7 million access lines and $6.5 billion in

revenues. It will be the largest provider of voice, broadband and video services focused on rural

to smaller city markets in the United States .
I

22

23

24

25

26

5 In 2000, the Commission approved a similar proposed transaction between Verizon California (then GTE
California) and Citizens Utilities Rural Company, Inc. In 1999, the parties tiled a joint application for the transfer of
GTE California's assets and CCN to Citizens Utilities, and the Commission, in Decision No. 62648 (June 13, 2000),
approved the application and held the transaction was in thepublic interest. (The Commission rescinded its decision
after Citizens Utilities notified it that the transaction would not be completed.) This similar transaction also is in the
public interest.

6 In addition to serving rural areas, Frontier also has experience serving mid-size communities including Elk Grove,
California, the SouthMetro of Minneapolis/St. Paul, Minnesota and Rochester, New York.

I
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19

20
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22

23

24

20. In Arizona, the Frontier operating companies have been serving customers for

decades. These Frontier companies have a much larger presence in Arizona than Verizon

Caiifoniia and, unlike the Verizon companies, are managed locally with a focus on each of their

individual communities. Rapid changes in technology and customer preferences require equally

rapid responses and execution strategies. To help it respond effectively to local markets, Frontier

employs an Arizona Area General Manager located in Kinsman, Arizona that has overall

operational and customer service responsibility in Arizona, and several local general managers

that have customer and service responsibilities in more concentrated local areas of Arizona.

21. One of Frontier's existing ILE Cs, Citizens Rural Utilities Company, Inc.,

operates in the territory adj cent to (just north of) Verizon California's territory, and Frontier

anticipates implementing this same local general manager system to manage the operational and

customer service responsibilities in the areas Frontier is acquiring in Arizona.

22. Frontier also has a highly successful track record of acquiring, operating and

investing in telecommunications properties nationally, including over 750,000 access lines it

purchased from Verizon's predecessor between 1993 and 2000. And in more recent years,

Frontier has successfully integrated other telecommunications companies, including Rochester

Telephone in New York, Commonwealth Telephone Company in Pennsylvania and Global

Valley Networks in California. In these transactions Frontier successfully integrated its

operations and consolidated different operating systems, including five different billing systems.

23. As noted above, the transaction will be transparent to the current customers of

Verizon California, VLD and VES in Arizona. Customers will receive substantially the same

services post-merger that they received pre-merger, and at the same prices. No existing customer

service will be discontinued or interrupted as a result of the transaction. And Frontier will use the

same operational systems that Verizon uses today to provide service. At closing, Frontier will

have full control over these systems. Also, Verizon will continue to provide system support for25

26

an 10-
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not less than a year after close, and Frontier may elect to take all or some of the support from

Verizon after the first year.

3 24, To further ensure the transition is seamless to customers, Vedzon and Frontier

4

5

6

7

8

9

10

11

12

13

14

17

18

representatives will work together so that Frontier can ensure customer continuity including

billing, customer account systems, and plant record systems.

25. In addition, the proposed transaction will not have any adverse impacts on

wholesale service customers in Arizona. Frontier will retain all obligations under Verizon

California's current interconnection agreements and other existing arrangements, in addition to

the statutory obligations applicable to all lLECs.

26. Frontier also will continue to be managed by employees with extensive

knowledge of the local telephone business and with a commitment to needs of the local

community. Frontier's current and experienced group of executives, including Maggie

Wilderotter, Chairman and Chief Executive Officer, Don Shassian, Chief Financial Officer and

Dan McCarthy, Chief Operating Officer, will continue to lead the company following the

completion of the transaction. The leadership teamhas a solid track record and a focus on

bringing "big-city" communications services to rural markets, including a commitment to an

organization that is focused on individual community needs. And, as noted above, Frontier will

strengthen the local operational presence and the local operations. Frontier will assign local

managers located in Arizona with day-to-day responsibility for working with and responding to

local customer needs.

19

20

21 27. Frontier will continue to employ both the Frontier and the Verizon company

22

E
I

23

24

25

26

employees that are experienced and dedicated to the provision of local services in Arizona. The

customer service, network and operations functions that are critical to Frontier's success will

continue after the transaction is complete. Frontier will honor the union labor agreements in the

affected states and will work constructively with union leaders. Verizon will fund pensions for

i

15

16

11
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2

3 28.

4

5

the pre-closingservice of employees moving to Frontier, and Verizon will remain responsible for

employees who retire from the transferred areas before closing.

Following completion of the transaction, Frontier will be able to generate

improved operational performance through the deployment of its technology and processes in the

acquired service areas in Arizona.

6 29.

7

8

9

10

11

12

13

14

15

16

17

18

19

In addition, Frontier will have an even stronger balance sheet and greater cash

flow generation capabilities. Most notably, this transaction will "deliver" Frontier, i.e., it will

reduce significantly Frontier's debt-to-EBITDA ratio.7 The increased financial strength is

expected to improve Frontier's access to capital and lower its cost of capital, which will inure to

the benefit of the Arizona operating companies and their customers .

30. This stronger financial structure will so allow Frontier to make greater

investments in broadband infrastructure over time that are beyond the scope of Verizon's current

priorities. Frontier recognizes that broadband is a catalyst for a healthy local economy and job

growth, and increasing broadband deployment over time will be a business imperative for

Frontier. Indeed, broadband is a key component of Frontier's business case for serving rural

areas, both to provide an additional source of revenues and to limit the rate of line losses going

forward. In its rural areas, Verizon has recently been averaging over 10% access line loss per

year. To compete, and to retain the customers it proposes to acquire, Frontier must be able to

offer customers modern broadband services. Frontier has determined that portions of the areas it

20

21

22

1

g

23

is proposing to acquire from Verizon are not served or are underserved by any terrestrial

broadband service. Therefore, bringing broadband service to such unserved areas is a substantial

business opportunity for Frontier, and a significant benefit to customers who do not have a

wireline alternative today. Indeed, Frontier's focus on deploying broadband widely in its rural

24

25

i

i

26
7 Currently, Frontier's net leverage is approximately 3.8 x EBITDA; after the transaction, its net leverage will be
reduced to 2.6 x EBITDA_ (EBITDA is earnings before interest, taxes, depreciation, and amortization.)

i
:

12
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2

service areas is reflected in its track record. Frontier has achieved, over a period of time, the

deployment of broadband service to more than 90% of the households in its service areas.

3 31.

4

5

6

7

8

9

10

11

The proposed transaction is occurring at a critical time, as the National

Telecommunications and Information Administration and Rural Utility Service are both worldng

to implement the broadband provisions of the American Reinvestment and Recovery Act of 2009.

Obviously, Frontier, like all private telecommunications providers, must await the final rules for

those programs in order to determine whether it can seek "stimulus" funding, however, it would

benefit the consumers in the acquired areas for this transfer to be approved as soon as possible to

provide Frontier with the opportunity to participate in that program with respect to the acquired

properties on the same basis as its other properties and those of other providers. For this reason ,

the parties request that the Commission grant the approvals requested herein on an expedited

basis.12

13 32.

14

15

16

17

18

In summary, Frontier and its operating companies are dedicated to providing

high quality service at reasonable rates and have significant experience in serving rural and

smaller communities. The residential and business consumers in the areas to be acquired by

Frontier will become the key strategic focus for the company. Frontier will enhance its local

presence in the communities it serves and will work to ensure that it provides enhanced services

and customer experiences after the transaction occurs. The transaction will also bolster Frontier's I

19 financial strength and enable it to expand broadband and other service offerings in Arizona. The

20

21

22

23

24

25

Commission, therefore, should conclude that the transaction is in the public interest.

33. Finally, to the extent required, the parties request that the Commission approve

the transaction pursuant to the Affiliated Interests Rules. Under these Rules, the Commission

may reject a reorganization if it determines that it "would impair the financial status of the public

utility, otherwise prevent it from attracting capital at fair and reasonable terms, or impair the

ability of the public utility to provide safe, reasonable and adequate service." This transaction

26

13



does not "impair" any of the affected companies for the same reasons the transaction is in the

public interest under A.R.S. § 40-285.

111. SERVICE ADDRESSES

Notices and other pleadings in connection with divs Joint Application should be served on

counsel undersigned and the Joint Applicants as follows:

For Frontier:

Ken Mason
Vice President Government & Regulatory Affairs
Frontier Communications
180 South Clinton Ave., 5"' Floor
Rochester, NY 14646

and

Kevin Saville
Associate General Counsel
Frontier Communications
2378 Wilshire Blvd.
Mound, MN 55364
(952)491-5564

For Verizon:

Charles H. Carrathers, III
General Counsel
Verizon
South Central Region
600 Hidden Ridge, HQE03H52
p.o. Box 152092
king , TX 75015-2092

and
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26

Kurt R. Rasmussen
Verizon
Vice President - Regulatory Affairs
711 Van Ness Avenue, Suite 300
San Francisco, CA 94102
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1 IV. RELIEF REQUESTED

2

3

4

5

6

7

8

9

10

11

34. At the completion of the transaction, Verizon California no longer will conduct

business in Arizona; therefore, it respectfully requests the Commission to transfer its CCN to

NewILEC, or alternatively, issue a new CCN to ILEC pursuant to A.R.S. § 40-281 Er seq.

Because the transaction includes payphone assets, Verizon California also requests that the

Commission transfer its separate payphone CCN to NewILEC, or alternatively, issue a new CCN

to ILEC pursuant to A.R.S. § 40-281 et seq..

35. NewLD also requests a CCN to provide competitive interLATA/intraLATA

resold telecommunications (except local exchange services). This will enable NewLD to conduct

the long distance business transferred to itby VLD and VES. VLD and VES will continue to

provide some long distance telecommunications services in Arizona, and therefore will maintain

their CCNsP12

13 36.

14

15

16

As noted above, the parties seek a waiver of the Commission's Slamming Rules

to allow for the transfer of customers from VLD and VES to NewLD.

37. NewTLEC requests that the Commission allow it to adopt the existing tariffs of

Verizon California, and NewLD requests that the Commission allow it to adopt the existing tariffs

of VLD and VES.17

18

19

20

21

22

38. NewILEC also requests that it be designated an Eligible

Telecommunications Carrier ("ETC") under Section 214 of the Telecommunications Act of 1934

as amended, because any camlet seeking universal service funding must be designated as such by

the state commission. Verizon California has been so designated for the wire centers being

acquired by NewILEC. Given that NewILEC will provide the same services as Verizon

23

24

25

26

s VLD and VES currently have applications pending at the Commission in Dockets T~03289A-08-0593 and T-
03198A-08-0594 to discontinue presubscribed long distance services in Arizona. VLD and VES will amend those
applications to make clear that they no longer apply to the long distance customers that will be transferred to and
served by NewLD.

15



*

I

2

3

4

5

6

7

8

9

10

11

12

13

14

California after the proposed transaction closes, it requests the Commission grant it the same ETC

status that Verizon California possessed prior to the transaction.

39. As noted above, if the Commission concludes that this transaction triggers the

Affiliated Interests Rules, the parties request that the Commission grant all necessary approvals or

waivers under the Rules.

40. The parties further request that the Commission approve the transfer of assets

under this Transaction pursuant to A.R.S. § 40-285 and take such other measures and provide any

additional approvals as the Commission may deem necessary to allow the parties to complete the

transaction described in this Joint Application.

41. The parties respectfully request that the Commission approve the transaction no

later than 120 days after the submission of this Joint Application.

RESPECTFULLY SUBMITTED this 29th day of May, 2009.

LEWIS AND ROCA

/ 444 /
Thomas H. Campbell
Michael T. Heller
40 N. Central Avenue
Phoenix, Arizona 85004

Attorneys for Verizon

SNELL & WILMER

i
MiT z 4

I
I

Jeffrey W. Crockett, Esq.
One Arizona Center
Phoenix, Arizona 85004-0001
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22
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24
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26
Attorneys for Frontier Communications
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ORIGINAL and thirteen (13 hcopies
of the foregoing filed this 29 day of May, 2009, with:

Arizona Corporation Commission
Docket Control - Utilities Division
1200 W. Washington Street
Phoenix, Arizona 85007

COPY of the foregoingt wnd-delivered
or sent by email this 29 day of May, 2009, to:

1
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4
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11

Lyn Farmer
Chief Administrative Law Judge
Arizona Corporation Commission
1200 West Washington Street
Phoenix, AZ 85007

Janice Alward, Chief Legal Counsel
Legal Division
ARIZONA CORPORATION COMIMIISSION
1200 West Washington Street
Phoenix, Arizona 85007

12
Ernest Johnson, Director
Utilities Division
ARIZONA CORPORATION COMMISSION
1200 West Washington Street
Phoenix, Arizona 85007
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Exhibit 1
Page 1 of 5

Corporate Structure Pre- and Post-Merger

I
K
I

The following slides illustrate the Frontier Communications Corporation and Verizon
Communications Inc. corporate structure for the affected incumbent local exchange
companies (ILE Cs) and long distance service companies pre- and post-merger.

Slide 1 (page 2 of 5) shows the current Verizon structure for the Verizon entities
involved in this transaction. All the affected Verizon ILECS (except Verizon West
Virginia Inc.) are subsidiaries of GTE Corporation, which is a subsidiary of Verizon
Communications Inc. Verizon West Virginia Inc. is a direct subsidiary of Verizon
Communications Inc. New Communications Holdings Inc. (NCH) is a newly created
Delaware corporation, formed for purposes of this transaction, and that currently is a
direct subsidiary of Verizon Communications Inc.

Slide 2 (page 3 of 5) shows the Verizon structure after the ILE Cs are transferred to NCH.
NCH has two subsidiaries: New Communications ILEC Holdings Inc., and New
Communications Online and Long Distance Inc. The affected Verizon ILE Cs will be
moved lion GTE Corporation (or, in the case of Verizon West Virginia Inc., firm
Verizon Communications Inc.) to New Communications ILEC Holdings Inc. Certain
non-ILEC assets, including the accounts receivables, liabilities, and customer
relationships related to the long distance operations being transferred to Frontier, will be
moved to New Communications Online and Long Distance Inc.

Slide 2 also shows two newly created ILEC subsidiaries otlNew Communications ILEC
Holdings Inc.: New Communications of the Southwest Inc., and New Communications of
the Carolinas Inc. New Communications of the Southwest Inc. will hold the assets of
Verizon California Inc. that serve Arizona, Nevada, and those portions of California
bordering Arizona and Nevada that are being transferred to Frontier. New
Communications of the Carolinas Inc. will hold the assets of Verizon South Inc. that
serve North Carolina, South Carolina, and a portion oflllinois. (Verizon California Inc.
and Verizon South Inc. serveother areas not included in the transaction, and therefore
Verizon will retain these companies.)

Slide 2 also shows a new ILEC subsidiary of GTE Corporation: Verizon North Retain
Co. When created, this company will hold the assets of Verizon North Inc. that currently
serve portions of Pennsylvania. These Pennsylvania assets will not be transferred to
Frontier; Verizon will retain them.

Slide 3 (page 4 of 5) shows the distribution of NCH to Verizon's shareholders.

Slide 4 (page 5 of 5) shows Frontier Communications' corporate sll'ucture after NCI-I'has
been merged into it. Ownership and control of the existing Frontier ILE Cs and Frontier
Communications of America, Inc. will not change as a result of the transaction.
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1.

Q-

INTRODUCTION

Please state your name, title and business address.

My name is Timothy McCa11ion. I am President of the West Region.for Verizon

Communications. My business address is 112 Lakeview Canyon Road, Thousand

Oaks, California 91362.

Q_ Please describe your educational and professional background.

I have a master's degree in business administration and a bachelor's degree in

business management from Gannon University. During my 33 year career with

Verizon, I have held a variety of management positions located in California,

Hawaii, Indiana, Connecticut, Ohio and Pennsylvania.

Q- Please describe your current duties for Verizon.

I was named West Region President for Verizon in July 2000. My current duties

include serving as President of Verizon Northwest, Verizon West Coast, and

Verizon California. I am responsible for Verizon's corporate interests including

regulatory affairs, community relations, and government affairs in the States of

California, Washington, Oregon, Alaska, Arizona, Colorado, Hawaii, Idaho, Iowa,

Minnesota, Montana, Nebraska, Nevada, North Dakota, South Dakota, Utah and

Wyoming. In addition to my duties with Verizon, I am actively involved with a

number of community-based and business organizations .

Q- On whose behalf are you offering testimony?
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My testimony is offered on behalf of the Verizon entities that are parties to this

proceeding, which, along with Frontier Communications Corporation ("Frontier"),

support the Joint Application that is the subject of this docket before the Arizona

Corporation Commission ("Commission").

A.

A.

A.

A.

1



1

2

3

Q- Please describe the purpose of your testimony.

My testimony describes the mechanics of the transaction, including the structure

and operation of the affected Verizon and Frontier entities pre- and post-closing.

As I discuss below, the essence of the transaction for Arizona is that Verizon

California's incumbent local exchange carrier (ILEC) operations will be transferred

in their entirety through a parent company merger to New Communications of the

Southwest Inc. ("NewILFC"), which will be ultimately controlled by Frontier after

a parent company merger and renamed Frontier Communications of the

Southwest.1 Frontier, of course, is well established in Arizona: it currently controls

three ILE Cs that serve approximately 145,000 access lines in the state, whereas

Verizon serves approximately 6,000 lines.

Furthermore, certain long distance customers of Verizon Long Distance LLC

("VLD") and Verizon Enterprise Solutions LLC ("VES") in Arizona will be

transferred to New Communications Online and Long Distance, Inc. ("NewLD"),

which also will be ultimately controlled by Frontier pursuant to a parent company

merger.

After the transfer, Frontier Communications of the Southwest will have the same

tariffs and will offer substantially the same regulated retail and wholesale services

under the same rates, terms, and conditions that are offered at the time of closing.

Moreover, post-closing Frontier Communications of the Southwest will use
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Prior to the merger, Verizon California will transfer its Arizona operation in its entirety to New Communications of
the Southwest, and thereafter this company will be merged into Frontier. As I discuss later, NewILEC needed to be
created because Verizon California also operates in California, and most of the California operations are not part of
the transaction. VerizonCalifornia will continue to operate in California post-transaction and will remain a Verizon
subsidiary.

I
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substantially the same back-office support and network systems used by Verizon

California prior to closing - and those systems will be operated by Verizon

personnel who move over to Frontier with the transaction. The only material

change customers will experience when the transaction closes is a name change for

their service provider.

This transition also holds true for the transfer of presubscribed long distance

customers from VLD and VES to Frontier. Frontier has been providing long

distance service in Arizona and most other states for many years through its long

distance operating company, Frontier Communications of America, Inc. ("FCA").

The affected long distance customers who reside in the Verizon incumbent ILEC

service areas subject to the transaction simply will be transferred from VLD and

VES to a newly established long distance company that will become a subsidiary of

Frontier and an affiliate of FCA. All customer transfers will be made in accord

with the FCC's and this Commission's rules, and the new long distance company

will offer substantially the same services under the same rates, terms, and

conditions that exist immediately prior to closing.

Q. Is the transaction in the public interest?
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Yes. As Frontier's Chief Operating Officer ("COO") Daniel McCarthy explains in

detail in his testimony, this transaction is in the public interest. Specifically, Mr.

McCarthy explains that the Arizona consumers in the service areas to be acquired

by Frontier will join consumers across Frontier's territories and become a key

strategic focus of Frontier. Frontier is a wireline communications company

dedicated primarily to serving rural, suburban and smaller urban service areas,

where it has a proven track record of success. This transaction will allow Frontier

A.

3



to build on that success over much broader areas and generate substantial public

interest benefits .
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Mr. McCarthy also explains that the transaction will promote broadband

deployment and investment in the more rural areas of the territory Frontier is

acquiring in Arizona, a subject that is outside the jurisdiction of .-. but of significant

interest to -.- the Commission. Moreover, the transaction will leave Frontier with a

strong financial structure and will not result in any competitive harm. None of the

local exchanges being acquired by Frontier from Verizon overlap with any of the local

exchanges already served by Frontier's ILE Cs, and the Frontier and Verizon ILE Cs

do not compete with each other for customers in any of the affected exchanges. As

a result, the transaction will not reduce the number of competitors in any region.

Summarv of the Transaction

Q. Why did Verizon decide to transfer its operations in Arizona and other states

to Frontier?

Several months ago, Frontier approached Verizon and expressed interest in

acquiring the access lines that are the subject of the Joint Application. In May, the

parties reached agreement to transfer Verizon's entire ILEC operations and certain

long distance customers to Frontier in thirteen states, plus certain operations in a

small portion of California. The states are: Arizona, Idaho, Illinois, Indiana,

Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington,

West Virginia, Wisconsin, and a small number of access lines in California near the

Arizona, Nevada, and Oregon borders .

The proposed transaction with Frontier will allow Verizon to focus on its ILEC,

global IP and wireless operations in its remaining states, which consist primarily of

A.

4



high~density urban and suburban service areas. Furthermore, this transaction will

be a good one for customers. Frontier is an excellent company that specializes in

providing high-quality telecommunications, broadband and video services to rural,

suburban and smaller city service areas. And as I discuss later in my testimony,

Verizon and Frontier have completed many successful transactions over the years.

Between 1993 and 2000, Verizon's predecessor company GTE transferred more

than 750,000 total access lines to Frontier and its predecessors in eleven different

states. Moreover, as Frontier COO Daniel McCarthy explains in his testimony,

after this transaction Frontier will be an even stronger company.

The Proposed Transaction

Q. Please provide an overview of the proposed transaction between Verizon and

Frontier.
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On May 13, 2009, Frontier, Verizon and New Communications Holdings Inc.

("NCH") entered into an Agreement and Plan of Merger (the "Merger Agreement")

under which Frontier, by issuing its stock in exchange for NCH stock held by

Verizon shareholders, will acquire control of approximately 4.8 million access lines

(and certain related assets) currently owned by subsidiaries of Verizon in the states

listed above. The Merger Agreement is attached as Exhibit 1. On the same date,

Verizon and NCH entered into a Distribution Agreement, attached as Exhibit 2.

The Merger Agreement and Distribution Agreement are designed to: (a) establish a

separate entity (i.e., NCH) as the holding company for Verizon's local exchange,

long distance and related business activities in the acquired areas, (b) spin off the

stock of that new entity to Verizon shareholders, and then (c) immediately merge

the new entity into Frontier. More specifically, the transaction will be completed

through several steps:

A.
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NCH, which has already been formed as a subsidiary of Verizon, will serve
as the holding company for the local exchange, long distance and related
businesses in Arizona and the other affected states that are being transferred
to Frontier. As part of the transactions described below, NCH will be
merged into Frontier. Frontier will be the surviving entity, and will then
own and control the Verizon assets being transferred to it through the
transaction at issue here.

NCH has two newly formed subsidiaries: (a) New Communications ILEC
Holdings Inc. ("NCIH"), which will own the stock of NewILEC and the
other operating ILE Cs in the affected states, and (b) New Communications
Online and Long Distance Inc. ("NewLD"), which will hold the accounts
receivables, liabilities, and customer relationships related to long distance
operations (and other operations) in the service territories of the NCIH
subsidiaries in Arizona and the other affected states .

Through a series of intra-corporate stock transfers, the stock of the affected
Verizon lLEcs, including NewILEC, will be transferred to NCIH.
Similarly, VLD and VES will transfer their accounts receivables and
customer relationships related to their long distance operations in Arizona
and the other affected states to NewLD.

The stock of NCH will then be distributed to Verizon shareholders ...- that is,
NCH will be "spun off' from Verizon to Verizon's shareholders, and will be
a separate corporation from Verizon. Immediately following this spin-off,
NCH will be merged into Frontier, and Frontier will be the surviving holding
company, operating under its existing name and corporate structure, but also
owning all of the stock of NCH's subsidiaries, NCIH and NewLD. Pursuant
to this merger, Verizon shareholders will receive Frontier stock in exchange
for their NCH stock. Once the merger is completed, NCH will cease to
exist, thus, NCIH and NewLD will be direct subsidiaries of Frontier, and
NewILEC (Frontier Communications of the Southwest) will be an indirect
subsidiary.
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Frontier will acquire all of Verizon California's operations in Arizona and in

Nevada, in addition to very small portions of Verizon California's operations and

assets in California adjacent to the Nevada and Arizona borders. Prior to the spin-

off of NCH and its merger into Frontier, Verizon California will transfer its assets,

liabilities, and customer relationships relating to its ILEC operations in Arizona,

Nevada, and the affected portions of California to a newly-created operating

2 . . .
The assets and business to be transferred to NCIH (as well as the assets and business that are not being transferred)

are more fully described in the Distribution Agreement between Verizon and NCH. See Exhibit 2.

d.

c.

b.

a.
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1 company, New Communications of the Southwest (NewILEC). Verizon California

also will transfer the stock of NewILEC to NCIH through a series of intennediate

transfers, such that NewILEC will become a direct, wholly-owned subsidiary of

NCIH and an indirect, wholly-owned subsidiary of NCH. In this way, after the

merger of NCH into Frontier, Frontier will be the parent of NewILEC. Also, after

the merger, Verizon will continue to own Verizon California, which will continue

to serve the territory in California that is excluded from the transaction.

The Transaction In Arizona

Q. Please identify the affected Verizon companies that operate in Arizona today,

and then identify the companies that will operate in Arizona post-merger.

Today, Verizon has three companies operating in Arizona involved in this

transaction: Verizon California, VLD, and VES. Verizon California is an ILEC

that serves approximately 6,000 access lines in six Arizona exchanges. VLD and

VES are long distance companies. Together, they will transfer a few thousand long

distance lines in Arizona to Frontier.
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After the transaction is completed, Frontier Communications of the Southwest will

operate as an ILEC and NewLD will provide long distance services, both as

subsidiaries of Frontier. VLD and VES will continue to operate in Arizona as

Verizon companies until their applications to cease providing services are

approved.3

3 VLD and VES currently have applications pending at the Commission in Dockets T-03289A-08-0593 and T-
03198A-08-0594 to discontinue presubscribed long distance services in Arizona. VLD and VES will amend those
applications to make clear that they no longer apply to the long distance customers that will be transferred to and
served by NewLD.
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7



Effect of Transaction on Customers

Q. What effect  will this transaction have on Veriz0n's retai l customers in

Arizona"

Our customers -- both local and long distance customers -- will be unaffected. After

the transaction, Frontier Communications of the Southwest will have the same

tariffs and will offer substantially the same regulated intrastate retail services under

the same rates, terms, and conditions that will exist prior to closing. Moreover, as I

discuss later  in my test imony,  post -closing Front ier  Communicat ions of the

Southwest will use substantially the same operational support and network systems

used by Verizon California prior to closing to serve its customers .- and Frontier

will be able to validate, prior to closing, that those systems have been replicated

properly.4 In short, the transaction will be seamless and transparent to Verizon

California's customers in Arizona.

In addit ion,  as Front ier  COO McCarthy describes in his t est imony,  Arizona

customers also can look forward to expanded services from the Frontier companies.

Q- How will the regulated intrastate retail services that Verizon California, VLD

or VES provide at closing be affected by the transaction?

Frontier Communications of the Southwest will have the same tariffs and will offer

substantially the same regulated retail and wholesale services under the same rates,

terms, and conditions that are offered by Verizon California at the time of closing.

Q- What effect will this transaction have on Verizon California's wholesale
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customers"

Existing Verizon California interconnection agreements and commercial wholesale

agreements will remain in place. Frontier will assume or honor these agreements.

4 . . . . 44 . ,,
Verlzon w11l create a functnomng separate instance of the systems used today.

A.

A.
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Moreover, wholesale customers will be able to continue to place orders post-closing

using the same systems used by Verizon California prior to closing.

Q- Does Verizon have any ILEC call centers in Arizona that will be affected by

this transaction?

No. Verizon California does not handle service order, billing, or repair calls in

Q.
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Q .

Arizona for its customers.

Management and Dav-to-Dav Operat ions

Q. Before the transaction is completed, how will Verizon California be managed

and operated?

To facilitate a smooth transition, and as described in more detail below, Verizon

created a "North Central Area" that includes Verizon California. From a customer

perspective, Verizon California will be managed and operated on a "business as

usual" basis.

After the transaction is completed, who will manage Frontier Arizona and

NewLD?

As explained in Mr. McCarthy's testimony, Frontier and its operating companies

are managed by an experienced group of executives, including Maggie Wilderotter,

Chairman and Chief Executive Officer, Don Shassian, Chief Financial Officer, and

Mr. McCarthy. These executives will continue to lead Frontier after the transaction

is completed. Most of the Verizon employees that today are involved in the day-to-

day provisioning and maintenance of service to customers of Verizon California

will become Frontier employees upon closing of the transaction.

What steps will Verizon and Frontier take before the transaction is completed

to ensure a seamless transition?

First, as noted above, Verizon has already created NCH and its subsidiaries, NCIH

and NewLD. But it also has created a new organization, the "North Central Area,"

A.

A.

A.

A.
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which is responsible for sales, service and network operations activities of the

ILE Cs and ILEC assets being transferred to Frontier. This organization is devoted

exclusively to the ILEC operations in the affected states. The North Central Area

(or "Area") is an operating region within Verizon today.

North Central Area, it had four different Area

organizations that were responsible for different states. For example, the Mid-

Atlantic Area was responsible for Maryland, Virginia, West Virginia and the

District of Columbia. The South/West Area was responsible for, among other

Verizon realized that Mis transaction

Before Verizon created the

states, Nevada, Arizona, and California.

could be accomplished more smoothly by reorganizing its operations and creating a

new area - the North Central Area ._ devoted exclusively to the affected states.

This new Area is in place today, it has already assumed and is performing many of

the functions described above. By creating this new Area, we have put in place an

operation that allows for a smooth transition to Frontier.

Q. Will Verizon and Frontier take any other steps before the transaction is

completed to ensure a seamless transition?

Yes. Verizon and Frontier will work together to effectuate the smooth transition of

all aspects of the transaction, including billing, customer account systems, and plant

record systems. Importantly, as discussed below, after the transaction Frontier will

use the same operational support systems used by Verizon prior to closing to serve

its customers in Arizona. No system development is required in Arizona.
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The Transition of Verizon's Svstems to Frontier

Q. Please describe the back office systems that Verizon California currently uses.

A.



Verizon California is one of a number of Verizon companies that were formerly

part of GTE Corporation ("GTE").5 As such, Verizon California continues to use

the centralized computer systems that Verizon obtained from GTE as modified and

improved since the closing of that transaction. These systems l are used to run

essential aspects of the business, such as retail ordering and billing, CLEC ordering

and billing, network monitoring and maintenance, and all customer support

functions and are battle-tested. Rather than merge the systems of its GTE

companies with other Verizon systems, Verizon runs its GTE systems separately.

Of the local wireline companies in the 14 states that are part of the transaction with

Frontier, all but one are former GTE entities (like Verizon California).6

Q- What systems realignment will Verizon undertake prior to closing?

The North Central Area will substantially replicate the existing centralized GTE

systems that are used by Verizon to operate the former GTE assets that Verizon is

transferring to Frontier, including those of Verizon California.

Q. Will Frontier have the ability to validate that the systems are worldng

properly prior to closing?

Yes. First, Verizon will coordinate with Frontier as Verizon undertakes the process

of replicating its existing systems. Verizon is required to keep Frontier updated,

engage in ongoing discussions regarding the process, and grant Frontier reasonable

rights of access. Moreover, Frontier will be able to validate and confirm that the

principal operating systems have been replicated properly in advance of closing.

Q.

r

Will there be any overlap between the systems that remain with Verizon and

those that serve the areas Frontier is acquiring?
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Verizon was created in 2000 when Bell Atlantic, primarily an RBOC operating on the East coast, merged wlth
GTE, which operated numerous smaller telephone companies across the country.

The exception is Verizon West Vlrglma, a former Bell Atlantic company.
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No. There are a few states other than Arizona (Florida, California, and Texas)

where Verizon will continue to own former GTE companies, and those operations

will continue to use systems substantially similar to the ones Frontier is acquiring.

But the systems Verizon keeps for its own use will be separate from those dedicated

to the companies Frontier is acquiring. After closing, the customer records and

information for customers located in Arizona will be maintained on Frontier's

systems, which will be maintained independently from the systems Verizon retains

and utilizes to provide services in other states. Also, the parties have agreed that if

all the necessary hardware cannot be procured and installed in the Frontier data

center by closing, it will be made available from Verizon or a Verizon subsidiary

following the closing to allow for transition, and such hardware shall thereafter be

transferred to the Frontier data center.

Q- What systems will be used to manage wholesale and CLEC relationships?

The Frontier data center will control a majority of the systems needed to

successfully operate the GTE assets that are being transferred, including those

necessary to manage wholesale and CLEC relationships. Thus, for example,

wholesale customers - including competitors - in these states will not have to

process orders in a different manner nor have their existing OSS arrangements

disrupted.

Q. Have Verizon and Frontier designed the systems transition process so that

there are no operational disruptions?
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A. Yes. As described above, upon closing Frontier will use substantially replicated

versions of the same operational systems ._ ordering, billing, etc. - that Verizon

uses to provide service in Arizona. Verizon will separate these systems prior to

closing, and Frontier will provision and bill services on these tested systems. In

other words, Frontier will simply take over those existing functional systems.

A.

A.
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Frontier will then have the option to use these tested systems for as long as it

wishes, and over time can consider on a system-by-system basis which systems it

may want to merge with its existing operations, and when. To further ensure a

smooth transition, Verizon will continue to provide system support for at least a

year after close, and Frontier may elect to continue to take some or all of the

support from Verizon after the first year.

Q~ How is this transition different from a "cutover" to systems that have been

specifically developed in response to acquiring the properties?

In situations where the wireline assets to be transferred are operated with systems

that remain with the transferor, it is often necessary to develop new, or substantially

modify existing, systems and then perfonn a complex cutover and have the acquirer

assume responsibilities for operating the network using its new or modified

systems. This scenario does not exist in Arizona because Frontier will be using the

same systems used by Verizon California prior to closing, and will have the

advantage of employees experienced with those systems who will continue with the

business.
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Q- Is this transaction different from ones where post-transaction problems have

occurred?

A.

A.

Yes, very different. Two Verizon transactions have been scrutinized because the

acquirers had post-transition operational problems associated with the use of newly

developed systems and the associated cutover. Those are Verizon's sale of control

of its Hawaii operations to The Carlyle Group in 2005, and the spin/merger of its

New England operations to FairPoint Communications, Inc. last year. As explained

in more detail below, both of those transactions are fundamentally different than

this one. Each of those transactions involved the creation of entirely new

operational and back-office systems, a lengthy post-closing "transition" period in



which Verizon continued to use its own systems to operate much of the buyer's

business while the new systems were developed, and finally a complex cutover. As

discussed above, none of those complications will be present in this transaction in

Arizona. Accordingly, none of the issues sometimes associated with the cutover

process to newly developed systems is present here. Moreover, Frontier is a large,

experienced operating company and that will help ensure a smooth transition.

Q. Please summarize the problems FairPoint experienced post-transaction, and

please explain why this transaction is different.
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Based on publicly available information, FairPoint encountered operational

problems with the new systems it had designed and built to completely replace

Verizon's systems and to run the business it acquired .- primarily problems relating

to billing processes, order flow, and call center response for both retail and

wholesale operations. Those operational problems have translated into increased

costs for manual processing of orders, lost billing cycles for customers whose

service orders were delayed, and possibly some customer attrition.

Frontier is a very different company. First, as discussed above, the FairPort

transaction involved a cutover to a completely new set of systems that FairPoint

developed specifically for the transaction (and that FairPoint was still developing

and testing well past the closing and right up to the cutover), whereas this

transaction does not involve newly developed systems, a comparable transition

service period, or a complex cutover. FairPoint replaced hundreds of Verizon

systems with 60 wholly new systems developed by FairPoint to support its new

business. Those brand-new systems then had to be populated with data provided by

Verizon at cutover and then brought online. Unlike FairPoint, Frontier will take

possession of a tested functional replication of Verizon's existing systems at

A.

14



closing. To the extent Frontier chooses to transition to some of its own existing

systems or to new systems in the years following the transaction, it can do so at its

own pace.

Second, as discussed above, Frontier has a successful track record of integrating the

operations of various operating companies, including its acquisition of

Commonwealth Telephone in 2006, which involved some 316,000 access lines.

Frontier already has existing, proven systems, and these systems are fully scalable.

In addition, while FairPoint endeavored to transition to its new systems promptly

upon closing, Frontier will have full use of existing systems acquired from Verizon.

Finally, as discussed by Mr. McCarthy, Frontier is now a large, strong,

conservatively capitalized company whose balance sheet will become stronger after

the transaction.7 And Frontier has taken the additional step of announcing that it

will reduce its yearly dividend by $0.25 .._. which will free up additional cash to fund

operations or investment.

Q- Please summarize the problems Hawaiian Telkom experienced post-

transaction, and please explain why this transaction is different.

An entity affiliated with The Carlyle Group, a private equity investment firm,

acquired control of Hawaiian Telcom ("HTL") in May 2005. HTL has described its

post-transaction problems as follows:

On April 1, 2006, we cut over from the legacy Verizon systems to our new
back-office and IT infrastructure. While the major network operational
systems functioned without significant problems, critical systems related to
back-office functions, such as customer care, order management, billing,
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7 . . . .

Frontler's current debt-to-EB ITDA ratio of 3.8 is expected to improve to 2.6 after the transaction is completed.
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supply chain, and other systems interfacing with our financial systems, lacked
significant functionality. This led to deficiencies in order accuracy, service
provisioning, billings and collections, revenue assurance and overall customer
service. Despite efforts to improve the functionality of the related systems
since 2006, we continued to experience many of these same issues, requiring
us to incur significant  incremental expenses to retain third-party service
providers to providegcall center and manual processing services in order to
operate our business.

As a result of the operational problems described above, and other business

challenges, HTL eventually filed for bankruptcy in 2008.

The difference between this transaction and the HTL transaction are essentially the

same as the differences with FairPoint - but even more pronounced. The Carlyle

Group was not an operating company with extensive experience in the telephone

business, but its business plan was based on building brand new systems and to

expeditiously end its lease of the Verizon systems to reduce costs. Neither of these

considerations is present with Frontier. Moreover, HTL's first system developer

was replaced, and its systems issues continued long after the transaction closed.

Frontier, on the other hand, is an experienced and sophisticated telephone company:

it  has significant experience in operations support  systems, and if it  decides to

replace or modify any of its systems, it can do so at an appropriate time.

Q- How will the fact that Frontier is the acquiring company help ensure a smooth

transition?
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Frontier is today a leading and respected provider of telecommunications services

to rural, suburban and smaller urban service areas across the country. Frontier

currently has approximately 2.3 million access lines in 24 states and provides an

array of services,  including local and long-distance voice, data, Internet and

8 . . . . . .
See Hawaiian Telkom Coxmnumcatxons, Inc.'s 10-Q for period ending September 30, 2008.
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broadband. Thus, Frontier already knows how to successfully run its business,

allowing the parties to remain laser-focused on a smooth transition. And as noted

above, Frontier will merely take over an existing Verizon area, using the same

kinds of systems used in the North Central Area today.

Q- Does Frontier have a track record of smooth transitions?

Yes. As detailed in the testimony of Mr. McCarthy, Frontier has a highly

successful track record of acquiring, operating and investing in telecommunications

properties nationally, including over 750,000 access lines it purchased from

Verizon/GTE between 1993 and 2000.

The Public Interest

Q. What is the standard the Commission applies to consider telecommunications

transactions in Arizona?

The parties are requesting approval of the transaction under A.R.S. § 40-285. My

understanding is that the Commission approves transactions under this statute if

they are in the public interest. For all of the reasons set forth here and in the

testimony of Mr. McCarthy, the transaction is in the public interest.
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Also, as noted in the Joint Application, the parties request approval, if needed,

under the Affiliated Interests Rules. Under these Rules, the Commission may reject

a reorganization if it determines that it "would impair the financial status of the

public utility, otherwise prevent it from attracting capital at fair and reasonable

terms, or impair the ability of the public utility to provide safe, reasonable and

adequate service." This transaction does not "impair" any of the affected

companies for the same reasons the transaction is in the public interest under A.R.S.

§ 40-285.

A.

A.
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Q. Please summarize why the transaction is in the public interest and should be

approved by the Commission.

The most important reason is Frontier. As discussed fully by Frontier COO

McCarthy in his testimony, Frontier possesses the managerial, financial, and

technical ability to operate a public utility in Arizona. Frontier is a leading and

respected provider of telecommunications services to rural, suburban and smaller

urban service areas across the country. Frontier and its operating companies are

dedicated to providing their customers high quality service at reasonable rates, and

have a rich history in serving areas through a local management structure. To

ensure that it places the customer first, Frontier has pursued a strategy of focusing

on and enhancing its local presence in the communities in which it operates. With

this transaction, the residential and business consumers in the service areas it is

acquiring from Verizon will become a key strategic focus for Frontier. Mr.

McCarthy addresses the public interest standard in his testimony.
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Requested Approvals

Q. Please summarize the approvals the parties are requesting.

A. As set forth in the Joint Application, the parties request the following

approvals:

Verizon California no longer will conduct business in Arizona, therefore, it

respectfully requests the Commission to transfer its CCN to NewlLEC, or

alternatively, issue a new CCN to NewILEC (to be renamed Frontier

Communication of the Southwest) pursuant to A.R.S. § 40-281 et seq.

Because the transaction includes payphone assets, Verizon California also

requests that the Commission transfer its separate payphone CCN to

NewILEC, or alternatively, issue a new CCN to ILEC pursuant to A.R.S.

§ 40-281 et seq.

A.

1.
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requests

Telecommunications Carrier

it be

("ETC") under

Telecommunications Act of 1934 as amended, because any carrier seeldng

universal service funding must be designated as such by the state

commission. Verizon California has been so designated for the wire centers

being acquired by NewILEC. Given that NewILEC will provide the same

services as Verizon California after the proposed t ransact ion closes,  it

t he same ETC st atus t hat  Ver izon

NewLD requests a CCN to provide compet it ive interLATA/intraLATA

resold telecommunications (except local exchange services). This will

enable NewLD to conduct the long distance business transferred to it  by

VLD and VES. VLD and VES will continue to provide some long distance

telecommunications services in Arizona, and therefore will maintain their

CCNs unt il their applicat ions to cease service in Arizona are approved.

NewLD also requests a waiver of the Commission's slamming rules (A.A.C.

R14-2-1901 et seq.) and a determination that its services are competitive.

NewILEC requests that the Commission allow it to adopt as of the closing

date the existing tariffs of Verizon California, and NewLD requests that the

Commission allow it to adopt as of the closing date the applicable provisions

of the existing tariffs of VLD and VES .

NewILEC that designated

Section

an

214

Eligible

of the
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request s the Commission grant  it

California possessed prior to the transaction.

The part ies further request  that  the Commission approve the transfer of

assets under this Transaction pursuant to A.R.S. § 40-285 and, if required,

the Affiliated Interest Rules, and take such other measures and provide any

additional approvals as the Commission may deem necessary to allow the

4.

5.

3.

2.
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parties to complete the transaction described in the Joint Application and the

testimony.

Q- Does this conclude your testimony?
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AGREEMENT AND PLAN OF MERGER

THIS AGREEMENT AND PLAN OF MERGER, dated as of May 13, 2009 (this "Agreement"), is by and among
VERIZON COMMUNICATIONS INC., a Delaware corporation ("Verizon"), NEW COMMUNICATIONS HOLDINGS
INC., a Delaware corporation ("SpinQQ"), and PRONTIER COMMUNICATIONS CORPORATION, a Delaware corporation
(the "Company").

WHEREAS, Spinco is a newly formed, wholly-owned, direct Subsidiary of Verizon,

WHEREAS, on or prior to the Distribution Date (as such term, and each other capitalized term used herein and not
defined, is defined in Article I hereof), and subject to the terms and conditions set forth in the Distribution Agreement entered
into by and between Verizon and Spinco on the date hereof (the "Dis bution Agreement"), GTE Corporation, a New York
corporation ("GTE"), which is a majority-owned, direct Subsidiary of Verizon, will cause the formation of New
Communications ILEC Holdings Inc. ("ILEC Spinco Holdings"), which will be a wholly~owned direct Subsidiary of GTE,

WHEREAS, on or prior to the Distribution Date, Verizon and GTE will transfer or cause to be transferred to ILEC
Spinco Holdings certain Spinco Assets (including all of the capital stock of the ILEC Spinco Subsidiaries) and Spinco
Liabilities in the manner set forth in the Distribution Agreement and will distribute all of the capital stock of ILEC Spinco
Holdings to Verizon (such transfers and the distribution, the "Internal Spinoff", and, together with any other internal
distribution of stock made by the Verizon Group and any transfer of Spinco Assets and Spinco Liabilities made to the ILEC
Spinco Subsidiaries in connection with the transactions contemplated by this Agreement and the Distribution Agreement, the
"Internal Spinoffs"),

to¢> noon. rnnu LQ ult vusv AAAU.Y uv,

manner set forth in the Distribution Agreement (the "Internal Restructuring"),

WHEREAS, on or prior to the Distribution Date, certain Subsidiaries of  Verizon will  transfer to Verizon or GTE, as

via intercompany distributions or sales or otherwise, certainSpinco Assets and Spinco Liabilities in the

WHEREAS, on or prior to the Distribution Date, Spinco will distribute to Verizon the Spinco Securities and pay to
Verizon the Special Payment, all of which will occur in exchange for Verizon transferring to Spinco all of the capital stock of
ILEC Spinco Holdings and certain other Spinco Assets and Spinco Liabilities relating to the non-ILEC portion of the Spinco
Business in the manner set forth in the Distribution Agreement (the transactions described in this recital, collectively, the
"Contribution") ,
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WHEREAS, upon the terms and subject to the conditions set forth in the Distribution Agreement, on the
Distribution Date, Verizon will distribute all of the issued and outstanding shares of Spinco Common Stock to the
Distribution Agent for the benefit of the holders of the outstanding Verizon Common Stock (the "Distrilbution"),

WHEREAS, at the Effective Time and immediately after the Distribution, the parties will effect the merger of
Spinco with and into the Company, with the Company continuing as the surviving corporation, all upon the terms and subject
to the conditions set forth herein,

WHEREAS, the Board of Directors of the Company has (9 determined that the Merger and this Agreement are
advisable, fair to, and in the best interests of, the Company and its stockholders and has approved this Agreement and the
transactions contemplated hereby, including the Merger, and the issuance of shares of Company Common Stock pursuant to
the Merger, and (Q) recommended the adoption by the stockholders of the Company of this Agreement,

WHEREAS, the Board of Directors of Spinco has (i) determined that the Merger and this Agreement are advisable,
fair to, and in the best interests of, Spinco and its sole stockholder, Verizon, and has approved this Agreement and the
Distribution Agreement and the transactions contemplated hereby and thereby, including the Contribution, the Distribution
and the Merger, and (M) recommended the adoption by Verizon, as the sole stockholder of Spinco, of this Agreement,

WHEREAS, the Board of Directors of Verizon has approved this Agreement and the Distribution Agreement and
the transactions contemplated hereby and thereby, including the Internal Spinoffs, the Internal Restructuring, the
Contribution, the Distribution and the Merger,

WHEREAS, the parties to this Agreement intend that (D each Internal Spinoff qualify as a distribution eligible for
nonrecognition under Sections 355(a), 355(c) and/or 361(c) of the Code, as applicable, (Q) the Contribution, together with the
Distribution, qualify as a tax-free reorganization under Section 368(a)(l)(D) of the Code, (Q) the Distribution qualify as a
distribution of Spinco stock to Verizon stockholders eligible for nonrecognition under Sections 355(a) and 36i(c) of the
Code, (Q) no gain or loss be recognized by Verizon for federal income tax purposes in connection with the receipt of the
Spinco Securities (as defined herein) or the consummation of the Debt Exchange (as defined herein), (x) the Special Payment
qualify as money transferred to creditors or distributed to shareholders in connection with the reorganization within the
meaning of Section 361(b)(1) of the Code, to the extent that Verizon distributes the Special Payment to its creditors and/or
shareholders in connection with the Contribution, (Q) the Merger qualify as a tax-free reorganization pursuant to Section 368
of the Code, and (vii) no gain or loss be recognized as a result of such transactions for federal income tax purposes by any of
Verizon, Spinco, and their respective stockholders and Subsidiaries (except to the extent of cash received in lieu of fractional
shares), and

2
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WHEREAS, the parties to this Agreement intend that, except as set forth in Section 2.3 of the Distribution
Agreement, throughout the internal restructurings taken in contemplation of this Agreement, including the Internal Spinoffs,
the Internal Restructurings, the Contribution and the Distribution, and throughout the Merger, the Spinco Business
Employees shall maintain uninterrupted continuity of employment, compensation and benefits, and also for union represented
employees, uninterrupted continuity of coverage under their collective bargaining agreements, in each case as contemplated
by and provided in the Employee Matters Agreement.

NOW, THEREFORE, in consideration of these premises, the representations, warranties, covenants and agreements
set forth in this Agreement, and for other good and valuable consideration, the receipt and sufficiency of which are hereby
acknowledged, the parties, intending to be legally bound hereby, agree as follows:

ARTICLE I

DEFINITIONS

1.1 " Action" has the meaning set forth in Section 7. 12(c).

1.2 "Additional Company SEC Documents" has the meaning set forth in Section 6.4(b).

1.3 " Affiliate" means a Person that, directly or indirectly, through one or more intermediaries, controls or is
controlled by, or is under common control with, a specified Person. The term "control" (including, with correlative
meanings, the terms "controlled by" and "under common control with"), as applied to any Person, means the possession,
direct or indirect, of the power to direct or cause the direction of the management and policies of such Person, whether
through the ownership of voting securities or other ownership interest, by contract or otherwise,provided, however, that for
purppcpc Rf Chi Agreement, (Q from and after' the Distribution Date, no member of either Group shall bedeemedan Affiliate
of any member of the other Group and (Q) none of Cellco Partnership or any of its Subsidiaries shall be deemed Affiliates or
Subsidiaries of Verizon.

3
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1.4 "A relate Merger Consideration" has the meaning set forth in Section 3. 1(a).

1.5 " Agreement" has the meaning set forth in the Preamble hereto.

1.6 "Approved for Listing" means, with respect to the shares of Company Common Stock to be issued
pursuant to the Merger, that such shares have been approved for listing on the NYSE, subject to official notice of issuance.

1.7 "Assets"has the meaning set forth in the Distribution Agreement.

1.8 " Back Office Support Services Agreement" has the meaning set forth in Section 7.22.

1.9 "Blended Customer Contracts" has the meaning set forth in the Distribution Agreement.

1.10 " Business Day" means a day, other than Saturday, Sunday or other day on which commercial banks in
New York, New York are authorized or required by applicable Law to close.

1.11 "CALEA" has the meaning set forth in Section 5.19(b).

1.12 "Certificate of Merged" has the meaning set forth in Section 2.3.

1.13 "Change of Board Recommendation" has the meaning set forth in Section 7.4(b).

1.14 "Closing" has the meaning set forth in Section 2.2.

4
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1.15 "Closing Date" has the meaning set forth in Section 2.2.

1.16 "Closing States " has the meaning set forth in Section 3.1(a).

1.17 "Code"means the Internal Revenue Code of1986,as amended from time to time.

1.18 "Communications Act" means the Communications Act of 1934, as amended.

1.19 "Company" has the meaning set forth in the Preamble hereto.

1.20 "Company Acquisition"means, in each case other than the Merger or as otherwise specifically
contemplated by this Agreement, (i) any merger, consolidation, share exchange, business combination, recapitalization or
other similar transaction or series of related transactions involving the Company or any of its Significant Subsidiaries, (Q) any
direct or indirect purchase or sale, lease, exchange, transfer or other disposition of the consolidated assets (including stock of
the Company Subsidiaries) of the Company and the Company Subsidiaries, taken as a whole, constituting 15% or more of the
total consolidated assets of the Company and the Company Subsidiaries, taken as a whole, or accounting for 15% or more of
the total consolidated revenues of the Company and the Company Subsidiaries, taken as a whole, in any one transaction or in
a series of transactions, (Q) any direct or indirect purchase or sale of or tender offer, exchange offer or any similar
transaction or series of related transactions engaged in by any Person following which any Person (including any "group" as
defined in Section 13(d)(3) of the Exchange Act) owns 15% or more of the outstanding shares of Company Common Stock,
or (Q) any other substantially similar transaction or series of related transactions that would reasonably be expected to
prevent or materially impair or delay the consummation of the transactions contemplated by this Agreement or the other
Transaction Agreements.

1.21 "Company Acquisition Proposal"means any proposal regarding a Company Acquisition.

1.22 "Company Approvals" has the meaning set forth in Section 6.3(d).

5
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1.23 "Company AveragePrice" means the average of the volume weighted averages of the trading prices of
the Company Common Stock, as such prices are reported on the NYSE Composite Transactions Tape (as reported by
Bloomberg Financial Markets or such other source as the parties shall agree in writing), for the 30 consecutive trading days
ending on the third trading day immediately preceding the Effective Time,provided, however, that (x) if an ex-dividend date
is set for the Company Common Stock during this 30-day period, then the trading price for a share of Company Common
Stock for each day during the portion of such period that precedes such ex-dividend date shall be reduced by the amount of
the dividend payable on a share of Company Common Stock, (y) if such average of the volume weighted averages of the
trading prices of the Company Common Stock exceeds $8.50, then the Company Average Price shall equal $8.50 and (z) if
such average of the volume weighted averages of the trading prices of the Company Common Stock is less than $7.00, then
the Company Average Price shall equal $7.00.

1.24 "Company Benefit Agreements" has the meaning set forth in Section 6. 12(a).

1.25 "Company Benefit Plans" has the meaning set forth in Section 6. 12(a).

1.26 "Company Board Recommendation"has the meaning set forth in Section 7.4(b).

1.27 "Company Common Stock" means the common stock, par value $0.25 per share, of the Company.

1.28 "Company Credit Agreements"means (i) the Credit Agreement, dated as of March 10, 2008, among the
Company, CoBank, ACB, as the administrative agent, the lead arranger and a lender, and the other lenders party thereto, (ii)
die Credit Agreement, dated as of May 18, 2007, among the Company, the lenders party thereto and Deutsche Bank AG New
York Branch, as the administrative agent, (iii) the Credit Agreement, dated as of December 6, 2006, among the Company,
CoBank, ACB, as the administrative agent, the lead arranger and a lender, and the other lenders party thereto and (iv) the
Loan Agreement, dated as of October 24, 2001, by and between the Company and Rural Telephone Finance Cooperative, as
amended, in each case as such agreement may be amended, supplemented or otherwise modified from time to time.

1.29 "Company Disclosure Lett§_r" has the meaning set forth in the first paragraph of Article VI.

6
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1.30 "Company Em1 Q3L@<;" has the meaning set forth in Section 6. 12(a).

1.31 "Company Financial Statements"has the meaning set forth in Section 6.4(a)(i).

1.32 "Company Licenses"has the meaning set forth in Section 6. 15(a).

1.33 "Company Material Contracts" has the meaning set forth in Section 6. 16(a).

1.34
Subsidiaries.

"Company Owned Real Property"means all real property owned by the Company or the Company

1.35 "Company Registration Statement"means the registration statement on Form S-4, including the Proxy
Statement/Prospectus forming a part thereof, to be filed by the Company with the SEC to effect the registration under the
Securities Act of the issuance of the shares of Company Common Stock into which shares of Spinco Common Stock will be
converted pursuant to the Merger (as amended and supplemented from time to time).

1.36 "Company SEC Documents" has the meaning set forth in Section 6.4(a)(iv).

1.37 "Qompany Stockholggrs Meeting" has the meaning set forth in Section 7.4(a).

1.38 "Company Subsidiaries" means all direct and indirect Subsidiaries of the Company, provided, however,
that none of Mohave Cellular Limited Partnership and its Subsidiaries shall be deemed Subsidiaries of the Company.

1.39 "Company Superior Proposal" has the meaning set forth in Section 7. 11(b).

1.40 "Company Tax Counsel" t"ea"°  Fwvafh, Swain & Moore LLP or any other nationally recognized law
firm reasonably acceptable to Verizon.

7

http1//www.sec.gov/Archives/edgar/data/20520/000095015709000266/ex2- 1 .htm 7/14/2009



Page 17 of 147

Table of Contents

1.41 "Company Third Party Intellectual Property" means any and all Intellectual Property Rights owned by
any Person other than the Company or any of its Subsidiaries that is used or held for use in the conduct of the business of the
Company.

1,42 "Company Voting Debt" has the meaning set forth in Section 6.2(b).

1.43 "Colnpany's Knowledge" has the meaning set forth in Section 11.13.

1.44

the Company .

"Confidentiality Agreement" means the March 19, 2009 Nondisclosure Agreement between Verizon and

1.45 "Contract" or "agreement" means any loan or credit agreement, note, bond, indenture, mortgage, deed of
trust, lease, sublease, franchise, permit, authorization, license, contract (including collective bargaining agreements, side
letters, memoranda of agreement or understanding or any agreement of any kind), instrument, employee benefit plan or other
binding commitment, obligation or arrangement, whether written or oral, but excluding any franchise, permit, authorization
or license constituting a Company License or a Spinco License.

1.46 "Contributing Companies" has the meaning set forth in the Distribution Agreement.

I .47 "Contribution" has the meaning set forth in the fifth recital hereto.

1.48 "Controlling Person" has the meaning set forth in Section l0.2(a).

1.49 "Customer Data" means all customer information obtained in connection with the Spinco Business, in
the form and content existing as of the Closing, related to the provisioning of products and services by Spinco or Spinco
Subsidiaries in the Territory included in the Spinco Business to current and future customers in the Territory, including name,
postal address, email address, telephone number, date of birth, account data, transaction data, demographic data, customer
service data, and correspondence, together with any documents and information containing the foregoing, provided, however,
the foregoing shall not include (i) any of the foregoing to the extent it is in the possession of Licensor or any U.S. Affiliate
and was collected or used other than in connection with the operation of the Spinco Business, (ii) any information included in
yellow or white pages listings or directories, in any form, (iii) any information required to be retained by Licensor and/or its
Affiliates to comply with applicable law or regulation, (iv) any information publicly available, and (v) any information
received by Licensor or its Affiliates from third parties.

8
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1.50 "Cuts/er Plan Support Agreement" has the meaning set forth in the Distribution Agreement.

1.51 "Debt Exchange" has the meaning set forth in the Distribution Agreement.

1.52 "DGCL"means the General Coloration Law of the State of Delaware.

1.53 "Direct Claim" has the meaning set forth in Section 10.4(b).

1.54 "Directories" has the meaning set forth in Section 7.23.

1.55 "Directories Agreements" has the meaning set forth in Section 7.23,

1.56 "Disclosure Letters" means, collectively, the Verizon Disclosure Letter, the Spinco Disclosure Letter and
the Company Disclosure Letter.

1.57 "Distribution" has the meaning set forth in the recitals hereto.

1.58 "Distribution Agreement" has the meaning set forth in the recitals hereto.

1.59 "Distribution Date" means the date that the Distribution becomes effective.

1.60 "Distribution Date Spinco Indebtedness" means the aggregate amount of Indebtedness, other than (i) any

Indebtedness incurred to make the Special Payment and any Indebtedness represented by the Spinco Securities and (ii) any

accrued and unpaid interest on any Indebtedness, in each case of Spinco and its Subsidiaries as of the opening of business on

the Distribution Date, calculated pro forma for the Contribution.

1.61 "Distribution Fund" has the meaning set forth in Section 3.2(a).

9
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1.62 "Distribution Tax Opinion" means a written opinion of Verizon Tax Counsel, addressed to Verizon and
Spinco and dated as of the Distribution Date, in form and substance reasonably satisfactory to Verizon and (solely with
respect to issues (i) as to whether Spinco recognizes gain or loss or (ii) for which the Company or Spinco may be liable under
the Transaction Agreements) the Company, to the effect that (i) each of the Internal Spinoffs will qualify as a distribution
eligible for nonrecognition under Sections 355(a), 355(c) and/or 361(c) of the Code, as applicable, (Q) the Distribution will
qualify as a distribution of Spinco stock to the stockholders of Verizon eligible for nonrecognition under Sections 355(a) and
36l(c) of the Code, pursuant to which no gain or loss will be recognized for federal income tax purposes by any of Verizon,
Spinco or the stockholders of Verizon, except as to cash received in lieu of fractional shares by the stockholders of Verizon,
and () neither Verizon nor any member of the Verizon Group will recognize gain or loss for federal income tax purposes in
connection with the receipt of the Spinco Securities or the consummation of the Debt Exchange.

1.63 "Distribution Tax Representations" has the meaning set forth in Section 7.9(c).

1.64 "Distribution/Merger Transfer Taxes" means (i) any sales, use, transfer, registration, recording, stamp,
value added or other similar taxes or fees arising out of or attributable to the Internal Spinoffs, the Contribution, the
Distribution, the Debt Exchange or the Internal Restructuring and (ii) any sales, use, transfer, registration, recording, stamp,
value added or similar taxes or fees arising out of or attributable to the Merger.

1.65 "Effective Time" has the meaning set forth in Section 2.3.

1.66 "Employee Matters Agreement" means the Employee Matters Agreement entered into among Verizon,
Spinco and the Company, dated as of the date hereof, as it may be amended from time to time,

1.67 "End Date" has the meaning set forth in Section 9l(b).

1.68 "Environmental Claim" means administrative or judicial actions, suits, orders, liens, notices, violations

or proceedings related to any applicable Environmental Law or Environmental Permit brought, issued or asserted by a

Governmental Authority or any third party for compliance, damages, penalties, removal, response, remedial or other action

pursuant to any applicable Environmental Law or resulting from the release of a Hazardous Material.

10
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1.69 "Environmental Law" means any Law now in effect relating to the environment or Hazardous Materials,
including the Comprehensive Environmental Response Compensation and Liability Act, 42 U.S.C. §6901 Hz seq., the
Resource Conservation and Recovery Act, 42 U.S,C. §6901 et seq., the Federal Water Pollution Control Act, 33 U.S.C.
§1251 et seq., the Toxic Substances Control Act, 15 U.S.C. §2601 et seq., the Clean Air Act, 42 U.S.C. §7401 et seq., the
Safe Drinking Water Act, 42 U.S.C. §3803 et seq., the Oil Pollution Act of 1990, 33 U.S.C. §2701 et seq., the Emergency
Planning and the Community Right-to-Know Act of 1986, 42 U.S.C. §1101 et seq. , the Hazardous Material Transportation
Act, 49 U.S.C. §1801 et seq., and any state or local counterparts or equivalents, in each case as amended from time to time.

1.70 "Environmental Permits"means all permits, licenses, approvals, authorizations or consents required by
or issued by any Governmental Authority under any applicable Environmental Law and includes any and ail orders, consent
orders or binding agreements issued or entered into by a Governmental Authority under any applicable Environmental Law.

1.71 "ERISA" means the Employee Retirement Income Security Act of 1974, as amended.

1.72 "ERISA Affiliate" means, with respect to any Person, any other Person or any trade or business, whether
or not incorporated, that, together with such first Person, would be deemed a "single employer" within the meaning of section
400l(b) of ERISA.

1.73 "Excess Shares" has the meaning set forth in Section 3.3(b).

1.74 "Exchange Act" means the Securities Exchange Act of 1934, as amended, together with the rules and
regulations of the SEC promulgated thereunder.

1.75 "FCC" means the Federal Communications Commission.

1.76 "FCC Applications" has the mining set forth in Section 76(b) .

1.77 "FCC Rules" has the meaning set forth in Section 4.2(c).

1.78 "Financial Market Deferral" has the meaning set forth in Section 7. 18(b).

11
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1.79 "Fies" has the meaning set forth in the Distribution Agreement.

1.80 "FiOS Intellectual Property Agreeme " has the meaning set forth in the Distribution Agreement.

1.81 "FiOS Software License Agreement"has the meaning set forth in the Distribution Agreement.

1.82 "FiOS Trademark License Agreement" has the meaning set forth in the Distribution Agreement.

1.83 "Fort Wayne Data Center" has the meaning set forth in Section 7.24(c).

1.84 "Fully Diluted Number of Shares" means as of any date, the aggregate number of shares of Company
Common Stock outstanding on such date (including any shares of restricted stock) assuming: (i) the prior exercise of all
options and similar rights to purchase Company Common Stock, (Q) the prior conversion into,or exchange for, shares of
Company Common Stock of all then issued and outstanding securities which are convertible into, or exchangeable for, shares
of Company Common Stock, and (iN) the prior exercise of any similar subscription or other rights to acquire, or to cause the
Company to issue, shares of Company Common Stock,provided, however, that notwithstanding the foregoing, "Fully
Diluted Number of Shares" shall not prior to the occurrence of a Triggering Event (as defined in the Rights Plan) include
shares of Company Common Stock issuable in connection with any exercise of rights to purchase Company Common Stock
under the Rights Plan.

1.85 "GAAP" means United States generally accepted accounting principles.

1.86 "Governmental Authority" means any foreign, federal, state or local court, administrative agency, official
board, bureau, governmental or quasi-governmental entitieshaving competent jurisdiction over Verizon, Spinco or the
Company, any of their respective Subsidiaries and any other tribunal or commission or other governmental department,
authority or instrumentality or any subdivision, agency, mediator, commission or authority of competent jurisdiction.

12
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1.87 "Governmental Customer Contract"means any Contract to which a federal, state, county or municipal
government, or any agency of any of the same, is party and pursuant to which the government or agency is the recipient of
products or services.

1.88 "Group" means the Verizon Group or the Spinco Group, as the case may be.

1.89 "GTE" has the meaning set forth in the recitals hereto.

1.90 "Hazardous Material" means (_a) substances that are defined or listed in, or otherwise classified pursuant
to, any applicable laws or regulations as "hazardous substances," "hazardous materials," "hazardous wastes," "toxic
substances," "pollutants," "contaminants," or any other similar term that defines, lists, or classifies a substance by reason of
such substance's ignitability, corrosivity, reactivity, carcinogenicity, reproductive toxicity, "EP toxicity" or adverse effect on
human health or the environment, (b) oil, petroleum, or petroleum-derived substances, natural gas, natural gas liquids,
synthetic gas, drilling fluids, produced waters, and other wastes associated with the exploration, development, or production
of crude oil, natural gas, or geothermal resources, (Q) any radioactive materials, (Q) polychlorinated biphenyls, and (Q)
infectious waste.

1,91 "HSR Act" means the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended, and the rules
and regulations promulgated thereunder.

1.92 " Identified Persons" has the meaning set forth in Section 7. 12(a).

1.93 " Identified Persons Releasors" has the meaning set forth in Section 7. 12(b).

1.94 "ILEC" has the meaning set forth in the Distribution Agreement.

1.95 " ILEC Spinco Holdings" has the meaning set forth in the recitals hereto.

1.96 "LLEC§pinco Subsidiaries"has the meaningset forth in the Distribution Agreement.
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1.97 "Indebtedness" means all indebtedness for borrowed money, including the aggregate principal amount
thereof, and any accrued interest thereon.

1.98 "Indemnification Payrneng" means any amount of Losses required to be paid pursuant to this Agreement.

1.99 "Indemnity" means any Person entitled to indemnification under this Agreement.

1.100 "Indemnity" means any person or entity required to provide indemnification under this Agreement.

1.101 "Intellectual Property Agreement" means the Intellectual Property Agreement to be entered into among
Licensor, Spinco and the Company, in the form attached to the Distribution Agreement.

1.102 "Intellectual Property Rights" means all United States and foreign issued and pending patents,
trademarks, service marks, slogans, logos, trade names, service names, Internet domain names, trade styles, trade dress and
other indicia of origin, and all goodwill associated with any of the foregoing, copyrights, copyrightable works, trade secrets,
know-how, processes, methods, designs, computer programs, plans, specifications, data, inventions (whether or not
patentable or reduced to practice), improvements, confidential, business and other information and all intangible property,
proprietary rights and other intellectual property, and all registrations, applications and renewals (including divisionals,
continuations, continuations-in-part, reissues, renewals, registrations, re-examinations and extensions) for, and tangible
embodiments of, and all rights with respect to, any of the foregoing.

1.103 "Internal Restructuring" has the meaning set forth in the recitals hereto.

1.104 "Internal Spinoff" and "Internal Spinoffs" have the meaning set forth in the recitals hereto.

I l05 "IRS" means the United States Internal Revenue Service or any successor agency therein, including its
agents, representatives and attorneys.
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1.106 "IRS Ruling" means a private letter ruling from the IRS to the effect that Q) each Internal Spinoff will
qualify as a distribution eligible for nonrecognition under Sections 355(a), 355(c) and/or 36l(c) of the Code, as applicable,
(Q) the Contribution, together with the Distribution, will qualify as a tax-free reorganization under Section 368(a)(1)(D) of
the Code; () the Distribution will qualify as a distribution of Spinco stock to Verizon stocldiolders eligible for
nonrecognition under Sections 355(a) and 36l(c) of the Code, (Q) neither Verizon nor any member of the Verizon Group
will recognize gain or loss for federal income tax purposes in connection with the receipt of the Spinco Securities or the
consummation of the Debt Exchange, (_v) the Special Payment will qualify as money transferred to creditors or distributed to
shareholders in connection with the reorganization within the meaning of Section 36l(b)(l) of the Code, to the extent that
Verizon distributes the Special Payment to its creditors and/or shareholders in connection with the transactions, and () no
gain or loss will be recognized as a result of such transactions for federal income tax purposes by any of Verizon, Spinco, and
their respective stockholders and Subsidiaries (except to the extent of cash received in lieu of fractional shares).

1.107 "IRS Submission" has the meaning set forth in Section 7.9(a).

1.108 "Joint Defense Agreement" has the meaning set forth in Section 7.26.

1.109 "Law" means any federal, state, local or foreign law (including common law), statute, code, ordinance,
rule, regulation, judgment, order, injunction, decree, arbitration award, agency requirement, license or permit of any
Governmental Authority.

1.110 "Leased Real Propqiy" has the meaning set forth in the Distribution Agreement.

1.1 I 1 "Leases" means all leases, subleases, licenses, concessions and other agreements (written or oral),

including all amendments, extensions, renewals, guaranties and other agreements with respect thereto, pursuant to which any

Person holds any Leased Real Property.

1.112 "Liabi l i t ig" has the meaning set forth in the Distribution Agreement.

1.113 "Licensor" means Verizon Patent and Licensing Inc.
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1.114 "Liens"means all mortgages, deeds of trust, liens, security interests, pledges, capital leases, conditional
sale contracts, sale-and-leaseback transactions, charges, hypothecations, assignments, easements, zoning restrictions, rights of
way, deposit arrangements, purchase options, rights of first refusal and other encumbrances of every kind. For the avoidance
of doubt, the license of Intellectual Property Rights shall not itself constitute a Lien.

1.115 "Losses" means any losses, liabilities, damages, deficiencies, costs and expenses (including reasonable

out-of-pocket attorneys' fees and expenses and including the reasonable costs and expenses of investigating and defending

any indemnification claim), including all Taxes resulting from indemnification payments hereunder, (1) reduced by the

amount of insurance proceeds recovered from any Person with respect thereto (after deducting related costs and expenses)

and (Z) excluding any such losses, liabilities, damages, costs and expenses to the extent that the underlying liability or

obligation is the result of any action taken or omitted to be taken by any Indemnity.

1.116 "M_aterial Adverse Effect" means, with respect to any business or Person, any state of facts, change,
development, event, effect, condition or occurrence that, individually or in the aggregate, has had or would reasonably be
expected to have a materially adverse effect on the business, assets, properties, liabilities or condition (financial or otherwise)
of such business or Person and its Subsidiaries, as applicable, taken as a whole, or that, directly or indirectly, prevents or
materially impairs or delays the ability of such Person to perform its obligations under this Agreement,provided, however,
that Material Adverse Effect shall not include facts, changes, developments, events, effects, conditions or occurrences (i) (A)
generally affecting the rural, regional or nationwide wireline voice and data industry in the United States, including access
line loss, regulatory and political developments and changes in Law or GAAP, or (8) generally affecting the economy or
financial markets in the United States or the states where either Verizon operates the Spinco Business or the Company
operates, (ii) resulting from the taldng of any action required by this Agreement or the other Transaction Agreements in
connection with the Merger, or (Q) resulting from any natural disaster, or any engagement by the United States in hostilities,
whether or not pursuant to the declaration of a national emergency or war, or the occurrence of any act or acts of terrorism (in
each case, so long as any such facts, changes, developments, events, effects, conditions or occurrences referenced in clause
(i) or (iii) do not materially disproportionately impact such business or Person relative to others in the incumbent local
exchange communications industry). Notwithstanding the foregoing, any fluctuation in the market price of such Person's
publicly traded common stock, separately and by itself, shall not be deemed to constitute or contribute to a Material Adverse
Effect (it being understood that the foregoing shall not prevent a party from asserting that any fact, change, development,
event, effect, condition or occurrence that may have contributed to such fluctuation in market price independently constitutes
or contributes to a Material Adverse Effect).
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1.117 "Material Company Owned Real Property" has the meaning set forth in Section 6. 17(a).

1.118 "Materially Adverse Regulatory Condition" means any condition, obligation or restriction sought to be
imposed on any of Spinco, any Spinco Subsidiary, Verizon, any Verizon Subsidiary or the Company or any Company
Subsidiary in connection with obtaining a Telecommunications Regulatory Consent that, taken together with any other
conditions or restrictions sought to be imposed to obtain any other Telecommunications Regulatory Consent, would
reasonably be expected to be materially adverse to the Company, to Spinco or to Verizon (assuming for this purpose that the
business, assets, properties and liabilities of each of (i) Verizon and all Verizon Subsidiaries and (ii) the Company and all
Company Subsidiaries are comparable in size to those of Spinco and all Spinco Subsidiaries), disregarding for this purpose
any condition or requirement on the Company or the Surviving Corporation (a) to make capital expenditures substantially
consistent with the amounts and general categories of expenditures set forth in (4) the Company's 2009 capital expenditure
budget set forth in Section 7.l(h) of the Company Disclosure Letter or (y) Verizon's 2009 capital expenditure budget for the
Spinco Business set forth in Section 7.2(f) of the Spinco Disclosure Letter, (b) that is offered by the Company in its
discretion at any time within nine months of the date hereof in an application for an order approving the transactions
contemplated hereby or in any related filing or testimony made within nine months of the date hereof or (c) to abide by any
written binding commitments made by Verizon or any Verizon Subsidiary with respect to the Spinco Business, or by the
Company or any of its Subsidiaries, to any Governmental Authority prior to the date hereof.

1.119 "Merger" has the meaning set forth in Section 2.1.

1.120 "Merger Tax Opinion" has the meaning set forth in Section 7.9(d).

1. 121 "Minimum Aggregate Consideration"means the number of shares of Company Common Stock that
would equal 5 1% of the Fully Diluted Number of Shares of the Surviving Corporation immediately following the Merger.

1.122 " Minimum Aggregate Consideration Value"means the dollar value of a number of shares of Company
Common Stock equal to the Minimum Aggregate Consideration, valued for this purpose using the Company Average Price.

17

http://www.sec.gov/Archives/edgar/data/20520/000095015709000266/ex2- 1 .htm 7/14/2009



Page 27 of 147

Igble of Contents

1.123 "Network Element"means any port network device, computer, server or other processing device
connected to or used in support of the public switched voice, data, digital subscriber line and other networks of the Spinco
Business, to the extent such element is located in the Territory and is used primarily in the support of the Spinco Business.

1.124 "Network Element Software"means the Verizon Third Party Intellectual Property consisting of system
software and any application software, in each case in the form and content it exists as of the Closing Date, as and to the
extent installed on Network Elements owned or leased by Spinco or the Spinco Subsidiaries as of the Closing, certain of
which software is listed on Section 1.124 of the Spinco Disclosure Letter along with the Network Elements in which they are
installed, but excluding any application software (other than application software that has been specifically designed and
dedicated for a Network Element and is required for a Network Element to perform its video, voice or data function) which is
licensed pursuant to a Retained Contract that (i) is licensed by any Person other than the Network Element supplier or (Q) is
identified on Section 1.124 (ii) of the Spinco Disclosure Letter.

1.125 "Non-[LEC S_pinco Subsidiary" has the meaning set forth in the Distribution Agreement.

1.126 "Non-Statutory Intellectual Property" means all unpatented inventions (whether or not patentable), trade
secrets, know-how and proprietary information, including but not limited to (in whatever form or medium), discoveries,
ideas, compositions, formulas, computer programs (including source and object codes), technical know-how, computer
software documentation, database, drawings, designs, plans, business plans, product development and marketing plans,
projections, engineering drawings and plans, network architecture drawings and plans, proposals, specifications,
photographs, samples, models, processes, procedures, data, information, manuals, reports, financial, marketing and business
data, and sales, pricing, and cost information, correspondence and notes, provided, however, that, notwithstanding anything
to the contrary, the definition of "Non-Statutory Intellectual Property" shall not include any Statutory Intellectual Property.

1.127 " Notice Period" has the meaning set forth in Section 7.11(c)(i).

1.128 " NYSE" has the meaning set forth in Section 3.3(b).
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1 . 129
Authority.

"Order" means any decree, judgment, injunction, writ, ruling or other order of any Governmental

1.130 "Owned Real Property" has the meaning set forth in the Distribution Agreement.

1.131 "PBGC" means the U.S. Pension Benefit Guaranty Corporation.

1.132 "Per Share Merger Consideration" has the meaning set forth in Section 3.1(a).

1.133 "Permitted Encurnbrances" means (A) statutory Liens for Taxes that are not due and payable as of the
Closing Date, or that are being contested in good faith and for which appropriate reserves have been established in
accordance with GAAP, (8) mechanics liens and similar Liens for labor, materials or supplies provided, incurred in the
ordinary course of business for amounts which are not due and payable or are subject to dispute and with respect to which
reserves have been established in accordance with GAAP, (Q) zoning restrictions, building codes and other land use Laws
regulating the use or occupancy of such real property or the activities conducted thereon which are imposed by any
Governmental Authority having jurisdiction over such real property which are hot violated by the current use or occupancy of
such real property or the operation of the business thereon, (Q) easements, covenants, conditions, restrictions and other
similar matters of record affecting title to any real property which do not or would not materially impair the use or occupancy
of such real property in the operation of the business conducted thereon, (E) Liens arising under original purchase price
conditional sales contracts and equipment leases with third parties entered into in the ordinary course of business, and
(E) Liens disclosed in the Company SEC Documents or the Spinco Financial Statements, as applicable.

1. 134 "Person" or "p;r_gJ_r!" means a natural person, corporation, company, joint venture, individual business
trust, trust association, partnership, limited partnership, limited liability company or other entity, including a Governmental
Authority.

1. 135 "F_roprietary Business Information" means any and all non-technical, non-public information included
iii the Non-Statutory Intellectual Property which is owned by Licensor or its U,S. Affiliates as of the Closing, after giving
effect to the assignment contemplated by Section 2.1(a) of the Intellectual Property Agreement, and was used in the Spinco
Business at any time during the 12 months prior to the Closing Date, provided, however, that Proprietary Business
Information shall not include Spinco Customer Listing Data (as defined in the Intellectual Property Agreement).
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1. 136 "Proxy Statement/Prospectus"means the letters to Company stockholders, notices of meeting, proxy
statement and forms of proxies to be distributed to Company stockholders in connection with the Merger and the transactions
contemplated by this Agreement and any additional soliciting material or schedules required to be filed with the SEC in
connection therewith, and that may be included in the Company Registration Statement, it being understood that it is possible
that the Company Registration Statement will not be declared effective and mailed to the Verizon stockholders substantially
contemporaneously with the mailing of the Proxy Statement/Prospectus to the Company stockholders, and, if it is not so
contemporaneously mailed to the Verizon stockholders, the prospectus included in the Company Registration Statement at
the time of its mailing to the Verizon stockholders may be different than the Proxy Statement/Prospectus mailed to the
Company stockholders. This Proxy Statement/Prospectus shall not incorporate any disclosure by reference to any other
filings with the SEC.

1.137 "Realignment" has the meaning set forth in Section 7.24.

1.138 "Real Property Interests" means all easements, rights of way, and licenses in the real property of Spinco
that are used primarily in the operation of the Spinco Business, and excluding all Spinco Owned Real Property and property
and interests subject to Spinco Leases and Spinco Subleases.

1.139 "Record D " has the meaning set forth in the Distribution Agreement.

1.140 "Redactable Information" has the meaning set forth in Section 7.9(a).

1.141

Statement.

"Registration Statements" means the Company Registration Statement and the Spinco Registration

1.142 " Regulation S-K" means Regulation S-K promulgated under the Exchange Act.

1.143 "Regulatory Law" has the meaning set forth in Section 7.6(h).
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1.144 "Required Payment Amount" means the aggregate amount, if any, of all amounts required to be paid,
refunded, deferred, escrowed, or foregone pursuant to an order, settlement agreement or otherwise (including in the form of
any contribution or transfer of Assets or assumption or retention of Liabilities, measured at fair market value and assuming
the maximum amount of any contingent amount is paid or foregone and the full amount of any deferred, contingent or
escrowed amount is not received) by Verizon or its Subsidiaries, other than post-Closing obligations of Spinco or any Spinco
Subsidiary, as a condition to obtaining any consent of any Governmental Authority in the Territory required to consummate
the Distribution or the Merger or to complying with any order approving the Distribution and the Merger.

1.145 "Requisite App ro " has the meaning set forth in Section 6.22.

1.146 "Restraint" has the meaning set forth in Section 8. l(h).

1.147 "Retained Contract" has the meaning set forth in the Distribution Agreement.

1.148 ' Retained Customer Accounts" has the meaning set forth in the Distribution Agreement.

1. 149 "Rights Plan" means the stockholder rights plan described in the Rights Agreement, dated as of March
6, 2002, between the Company and Mellon Investor Services LLC, as amended.

1.150 "Ruling Request"has the meaning set forth in Section 7.9(a).

1.151 "Sarbanes-Oxley Act" has the meaning set forth in Section 6,4(c).

1.152 "sEC" means the U.S. Securities and Exchange Commission.

I .I 53

promulgated thereunder.

"Securities Act" means the Securities Act of 1933, as amended, together with the rules and regulalicns

1.154 "Settlement Requirements" has the meaning set forth in Section 10.4(a).
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1.155
the Exchange Act.

"Significant Subsidiary" has the meaning set forth in Rule 1-02 of Regulation S-X promulgated under

1. 156 "Software License Agreement" means the Software License Agreement to be entered into between an
Affiliate of Verizon, Spinco and the Company, in the form attached to the Distribution Agreement.

1.157 "Solvency Opinion" has the meaning set forth in Section 8.1(k).

1.158 "Special Payment" has the meaning set forth in the Distribution Agreement.

1.159 "Special Payment Financing"has the meaning set forth in Section 7.18(a).

1.160 "Specified Cqrltract" has the meaning set forth in Section7.6(j).

1.161 "Spinco" has the meaning set forth in the Preamble hereto.

1.162 "Spinco Assets"has the meaning set forth in the Distribution Agreement.

1.163 "Spinco Benefit Agreements" has the meaning set forth in Section 5. 12(a).

1.164 "Spinco Benefit Plans" has the meaning set forth in Section 5.12(a).

1.165 "up_inco Business" has the meaning set forth in the Distribution Agreement.

1.166 "Spinco Business Employees" has the meaning set forth in Section 5. 12(a) _

1.167 "Spinco Closing Equity Value_<;" means the amount equal to the sum of (A) $5.247 billion plus (B) the

Required Payment Amount, if any.
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1.168 "Spinco Common Stock" means the common stock, par value $0.01 per share, of Spinco.

1.169 "S inchDiscloggre Lets" has the meaning set forth in the first paragraph of Article V.

1.170 "Spinco Financial Statements" has the meaning set forth in Section 5.4(a).

1.171 "Spinco Group" means Spinco and the Spinco Subsidiaries.

1.172 "Spinco Leases" has the meaning set forth in Section 5.18(b).

1.173 "Spinco Liabilities"has the meaning set forth in the Distribution Agreement.

1.174 "S-pinco Licensee" has the meaning set forth in Section 5. 19(a) .

1.175 "Spinco Material Contracts" has the meaning set forth in Section 5.l5(a).

1. 176 "Spinco Owned Real Property"means all Owned Real Property of Spinco or Spinco Subsidiaries after
giving effect to the Contribution.

1.177 " §pirtco Ig gistration Statement" means any registration statement on Form S-1 or such other form, if
any, as may be required by the Securities Act to be filed by Spinco with the SEC to effect the registration under the Securities
Act of the issuance of the shares of Spinco Common Stock to be issued in the Distribution, any registration statement on
Form 10 or such other form, if any, as may be required by the Exchange Act to be filed by Spinco with the SEC to effect the
registration of the Spinco Common Stock pursuant to the requirements of the SEC's Staff Legal Bulletin No. 4, and/or any
such other form as may be permitted or required to be filed by the SEC in connection with the issuance or distribution of the
Spinco Common Stock (in each case, as amended and supplemented from time to time).

1.178 "Spinco Secu;§Q9§" has the meaning set forth in the Distribution Agreement.
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1.179 "Spinco Stockholder Approval" has the meaning set forth in Section 5.16.

1.180 "§pinco Subleases"has the meaning set forth in Section 5.18(b).

1. I81
Contribution.

"Spinco Subsidiaries" means all direct and indirect Subsidiaries of Spinco immediately following the

1.182 "_S,® 1Q0 Value Shortfall" means the amount, if any, by which (i) the Minimum Aggregate Consideration
Value exceeds (ii) the Spinco Closing Equity Value.

1.183 "Spinco Voting Debt" has the meaning set forth in Section 5.2(c).

1.184 "§pincQ§ Knowledge " has the meaning set forlh in Section 11.13.

1.185 "s tate PUC Application" has the meaning set forth in Section 7.6(b).

1.186 "State Regulators"has the meaning set forth in Section 5.l9(a).

l. 187 "statutory Intellectual Property" means all (i) United States patents and patent applications of any kind,
(ii) United States works of authorship, mask-works, copyrights, and copyright and mask work registrations and applications
for registration, (iii) Trademarks, and (iv) any rights or licenses in the foregoing.

I. 188 "Subsidiary" means, with respect to any Person (but subject to the proviso in the definition of Affiliate),
a corporation, partnership, association, limited liability company, trust or other form of legal entity in which such Person, a
Subsidiary of such Person or such Person and one or more Subsidiaries of such Person, directly or indirectly, has either (i) a
majority ownership in the enuirv thereof, (4) the mower under ordinary c1 rr'|1m<tanceQ tn elect or to direct the election of a
majority of the board of directors or other analogous governing body of such entity, or () the title or function of general
partner or manager, or the right to designate the Person having such titleor function.

1.189 "Surviving Corporation" has the meaning set forth in Section 2.1.
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1.190 "Surviving Corporation Indemnities" means the Surviving Corporation, each Affiliate of the Surviving
Corporation (including all Subsidiaries of the Surviving Corporation) and their respective directors, officers, agents and
employees.

1.191 "Surviving Corporation Releasors" has the meaning set forth in Section 7. 12(b).

1.192 "Tariffs" has the meaning set forth in Section 7.6(i).

1.193 "Tax" or "Taxes" means (i) all taxes, charges, fees, duties, levies, imposts, required deposits, rates or
other assessments or governmental charges of any kind imposed by any federal, state, local or foreign Taxing Authority,
including income, gross receipts, employment, excise, severance, stamp, occupation, premium, windfall profits,
environmental (including Taxes under Section 59A of the Code), custom duties, property (including real, personal or
intangible), sales, use, license, capital stock, transfer, franchise, registration, payroll, withholding, social security (or similar),
unemployment, disability, value added, alternative or add-on minimum or other taxes, whether disputed or not, and including
any interest, penalties or additions attributable thereto, (Q) liability for the payment of any amount of the type described in
clause (i) above arising as a result of being (or having been) a member of any consolidated, combined, unitary or similar
group or being (or having been) included or required to be included in any Tax Return related thereto (including pursuant to
U.S. Treasury Regulation § 1.1502-6), and () liability for the payment of any amount of the type described in clauses (i)
or (ii) above as a result of any express or implied obligation to indemnify or otherwise assume or succeed to the liability of
any other Person.

1 . 194
eleventh recital hereto.

"Tax-Free Status of the Transactions" means each of the intended tax consequences specified in the

1.195 "Tax Return"means any return, report, certificate, form or similar statement or document (including
any related or supporting information or schedule attached thereto and any information return, amended tax return, claim for
refund or declaration of estimated tax) required to be supplied to, or filed with, a Taxing Authority in connection with the
determination, assessment or collection of any Tax or the administration of any laws, regulations or administrative
requirements relating to any Tax.
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1.196 "lax Sharing Agreement" means the Tax Sharing Agreement entered into on the date hereof, among
Verizon, the Company, Spinco and the ILEC Spinco Subsidiaries, as such agreement may be amended from time to time.

1.197 "Taxing Authority" means any Governmental Authority or any quasi-govemmehtal or private body
having jurisdiction over the assessment, determination, collection or imposition of any Tax (including the IRS).

1.198 "Telecommunications Regulatory Consents" has the meaning set forth in Section 7.6(c).

1.199 "TerminatiQ1;1_)ate" means the date, if any, on which this Agreement is terminated pursuant to Section
9.1.

1.200 "Territory" has the meaning set forth in the Distribution Agreement.

1.201 "Third Party Claim" has the meaning set forth in Section 10.4(a).

1.202 "Transaction Agreements" means this Agreement, the Distribution Agreement, the Cutover Plan
Support Agreement, the Employee Matters Agreement, the Intellectual Property Agreement, the Software License
Agreement, the FiOS Intellectual Property Agreement, the FiOS Software License Agreement, the FiOS Trademark License
Agreement, the Joint Defense Agreement and the Tax Sharing Agreement.

1.203 "Trademarks" means trademarks, tradenames, applications for trademark registration, service marks,
applications for service mark registration, domain names, registrations and applications for registrations pertaining thereto,
and all goodwill associated therewith.

1.204 "Transferred Affiliate Arrangement"has the meaning set forth in the Distribution Agreement.

1.205 "U.S. Affiliate" means any Affiliate of Verizon that is incorporated in and operates solely in the United
States, but specifically excluding Verizon Wireless and any of its Subsidiaries.
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1.206 "Verizon"has the meaning set forth in the Preamble hereto.

1.207 "Verizon A_pprovals"has the meaning set forth in Section 4.2(c).

1.208 "Verizon Common Stock" means the common stock, par value $0. 10 per share, of Verizon.

1.209 "Verizon Disclosure Letter"has the meaning set forth in the first paragraph of Article IV.

1.210 "Verizon Group" means Verizon and the Verizon Subsidiaries.

1.211 "Verizon Indemnities" means Verizon, each Affiliate of Verizon (including all Verizon Subsidiaries)
and their respective directors, officers, agents and employees.

1.212 "Verizon Interconnection Agreements" has the meaning set forth in Section 7.6(k).

1.213 "Verizon IP Consent" means any authorizations, approvals, consents or waivers required by any Person,
other than Verizon or any of its Subsidiaries, pursuant to their Contract rights (including any right to receive upgrades or
maintenance, support or similar services, if any) in respect of any Verizon Third Party Intellectual Property in connection
with the consummation by Verizon and its Subsidiaries of the transactions contemplated by the Distribution Agreement or
this Agreement.

1.214 "Verizon IP Consent Costs"has the meaning set forth in Section 7,8(b).

1.215 "Verizon Subsidiaries" means all direct and indirect Subsidiaries of Verizon immediately after the
Distribution Date, assuming that the Distribution has occurred in accordance with the Distribution Agreement.

1.216 " Vernon Tax Counsel" means Debevoise & Plimpton LLP.
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1.217 "Verizon Third Party Consents"means the authorizations, approvals, consents or waivers required by
any Person, other than Verizon or any of its Subsidiaries, pursuant to their Contract rights (other than authorizations,
approvals, consents or waivers in respect of any Verizon Third Party Intellectual Property or constituting
Telecommunications Regulatory Consents or other consents in respect of telecommunications regulatory matters) in
connection with the consummation by Verizon and its Subsidiaries of the transactions contemplated by the Distribution
Agreement or this Agreement.

1.218 " Verizon Third Party Intellectual Property" means any and all Intellectual Property Rights owned by
any Person other than Verizon or any of its Subsidiaries, that is used or held for use in the conduct of the Spinco Business,
without regard as to whether Verizon or any of its Subsidiaries has any rights therein or the right to assign such rights to
Spinco or the Spinco Subsidiaries.

1.219 "Verizon Wireless" means Cellco Partnership d/b/a Verizon Wireless, a Delaware general partnership.

1.220 " Video Transport§ervic§ _Agreement" has the meaning set forth in Section 7.22.

1.221 " Volume Q9_mmitments" has the meaning set forth in Section 7.6(j).

1,222 " WARN Act" means the Worker Adjustment and Retraining Notification Act of 1988, as amended, and
any similar state or local law, regulation or ordinance.

ARTICLE II

THE MERGER

2.1 The Merger. AL the Effective Time and upon the terms and subject to the conditions of this Agreement,
Spinco shall be merged with and into the Company (the "Merger") in accordance with the applicable provisions of the
DGCL, the separate existence of Spinco shall cease and the Company shall continue as the surviving corporation of the
Merger (sometimes referred to herein as the "Surviving Corporation") and shall succeed to and assume all the rights, powers
and privileges and be subject to all of the obligations of Spinco in accordance with the DGCL and upon the terms set forth in
this Agreement.
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2.2 Closing. Unless the transactions herein contemplated shall have been abandoned and this Agreement
terminated pursuant to Section 9.1, the closing of the Merger and the other transactions contemplated hereby (the "Closing")
shall take place, subject to Section 7. 18, no later than 2:00 p.m., prevailing eastern time, on the last Business Day of the
month in which, on such last Business Day, the conditions set forth in Article VIII (other than those that are to be satisfied by
action at the Closing) are satisfied or, to the extent permitted by applicable Law, waived (but in any event not earlier than the
last Business Day of April 2010), unless otherwise agreed upon in writing by the parties (the "Closing Date"), at the offices
of counsel to Verizon or such other location as may be agreed upon in writing by the parties.

2.3 Effective Time. Upon the terms and subject to the conditions of this Agreement, on the Closing Date, a
certificate of merger shall be filed with the Secretary of State of the State of Delaware with respect to the Merger (the
"Certificate of Merge"), in such form as is required by, and executed in accordance with, the applicable provisions of the
DGCL. The Merger shall become effective at the time of filing of the Certificate of Merger or at such later time as the
parties hereto may agree and as is provided in the Certificate of Merger. The date and time at which the Merger shall become
so effective is herein referred to as the "Effective Time."

2.4 Effects of the Merge. At the Effective Time, the effects of the Merger shall be as provided in this
Agreement, the Certificate of Merger and the applicable provisions of the DGCL. Without limiting the generality of the
foregoing, at the Effective Time, all the property, rights, privileges, powers and franchises of the Company and Spinco shall
vest in the Surviving Corporation, and all debts, liabilities, duties and obligations of the Company and Spinco shall become
the debts, liabilities, duties and obligations of the Surviving Corporation.

2.5 Qertificate of Incorporation and Bylaws of the Surviving Corporation.

(a) At the Effective Time, the certificate of incorporation of the Company as in effect immediately prior to the
Effective Time shall be the certificate of incorporation of the Surviving Corporation until thereafter duly amended in
accordance with such certificate of incorporation and applicable Law.

(b) At the Effective Time, the bylaws of the Company as in effect immediately prior to the Effective Time
shall be the bylaws of the Surviving Corporation until thereafter duly amended in accordance with the certificate of
incorporation of the Surviving Corporation, such bylaws and applicable Law.
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2.6 _Qrectors and Officers of the Surviving Corporation. Subject to Section 7.17, the directors of the
Company at the Effective Time shall, from and after the Effective Time, be the initial directors of the Surviving
Corporation. The officers of the Company at the Effective Time shall, from and after the Effective Time, be the initial
officers of the Surviving Corporation. Such directors and officers shall serve until their successors have been duly elected or
appointed and qualified or until their earlier death, resignation or removal in accordance with the Surviving Corporation's
certificate of incorporation and bylaws.

2.7 Potential Restructuring of Transactions. If, prior to the date on which the Company intends to commence
solicitation of proxies for use at the Company Stockholders Meeting, the IRS notifies Verizon that the IRS will not issue the
IRS Ruling in whole or in part, then, during the ensuing 30-day period, the parties will collaborate reasonably and in good
faith in order to determine a possible alternative structure for the transactions contemplated hereby that the parties determine,
with the assistance of their respective tax advisors, will either make likely the receipt from the IRS of the IRS Ruling or
eliminate the necessity for an IRS Ruling, in either case, without (a) substantially increasing the costs to any party associated
with the transactions contemplated hereby, (b) causing the performance of the covenants and agreements of any party
hereunder to become substantially more burdensome, (Q) substantially increasing the regulatory or other consents or
approvals required to consummate the transactions contemplated hereby, or (Q) otherwise resulting in any substantial
impediment to the consummation of the transactions contemplated hereby. In the event the parties reasonably, and in good
faith, agree upon such an alternative structure, they shall be obligated, as soon as practicable thereafter, to modify the
covenants and agreements set forth in this Agreement and the other Transaction Agreements accordingly to reflect the change
in transaction structure referenced in the immediately preceding sentence. In furtherance of the foregoing, each of the parties
shall take all action reasonably necessary to modify the Ruling Request to reflect the transactions as so modified and
effectuate the change in transaction structure contemplated by this Section 2.7, and each such party shall use all commercially
reasonable efforts to cause the transactions contemplated hereby, as so modified, to be consummated as soon as practicable
thereafter. To the extent that the filing or effectiveness of the materials necessary for the solicitation of proxies for use at the
Company Stockholders Meeting is delayed in order to afford the parties the time necessary to obtain a response with respect
to the IRS Ruling such delay will be deemed to not constitute, nor constitute any basis for a claim of, a breach of the
Company's covenants under Article VII hereof or otherwise. The parties acknowledge that, subject to the limitations set
forth in Section 2,4(d) of the Distribution Agreement, Verizon may elect pursuant to Section 2.4(d) of the Distribution
Agreement to change the structure of certain transactions contemplated in the recitals hereto and to make amendments to this
Agreement in order to reflect such changes.
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ARTICLE III

CONVERSION OF SHARES; EXCHANGE OF CERTIFICATES

3.1 Effect on Capital Stock. At the Effective Time, by virtue of the Merger and without any action on the part
of Spinco, the Company or any holder of any Spinco Common Stock or Company Common Stock:

(a) All of the shares of Spinco Common Stock issued and outstanding immediately prior to the Effective Time
(other than shares canceled in accordance with Section 3.1(b)) shall be automatically converted into an aggregate number of
duly authorized, validly issued, fully paid and no assessable shares of Company Common Stock equal to the quotient of (3)
the Spinco Closing Equity Value divided by (y) the Company Average Price (the "Aggregate Merger Consideration") ,
provided,  Mwever, that to the extent the Aggregate Merger Consideration would be less than the Minimum Aggregate
Consideration, then (i) the Minimum Aggregate Consideration shall be used in place of the Aggregate Merger Consideration
and (ii) Verizon shall, at its option, either make a payment in cash to the Surviving Corporation on the Closing Date equal to
the Spinco Value Shortfall or reduce the aggregate amount of the Spinco Securities and/or the Special Payment by the Spinco
Value Shortfall. In connection with the foregoing, no later than three Business Days prior to the Effective Time, Verizon and
Spinco shall deliver to the Company a statement (the "Closing Statement"), certified by an officer of Verizon and
accompanied by reasonable supporting detail, setting forth the amount of, and identifying, all Distribution Date Spinco
Indebtedness. Each share of Spinco Common Stock issued and outstanding immediately prior to the Effective Time shall be
automatically converted into a number of shares of Company Common Stock equal to Q) the Aggregate Merger
Consideration (or, if applicable, the Minimum Aggregate Consideration) divided by Q) the aggregate number of shares of
Spinco Common Stock issued and outstanding as of immediately prior to the Effective Time (the "Per Share Merger
Consideration").

(b) Each share of Spinco Common Stock held by Spinco as treasury stock immediately prior to the Effective

Time shall be canceled and shall cease to exist and no stock or other consideration shall be issued or delivered in exchange

therefor.

(c) Each share of Spinco Common Stock issued and outstanding immediately prior to the Effective Time,
when convened in accordance with this Section 3.1, shall no longer be outstanding and shall automatically be canceled and
shall cease to exist.
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(d) Each share of Company Common Stock that is issued and outstanding immediately prior to and at the
Effective Time shall remain outstanding following the Effective Time.

3.2 Distribution of Per Share Merger Consideration.

(a) Agent. Prior to or at the Effective Time, the Company shall deposit with the Agent (as defined in the
Distribution Agreement), for the benefit of persons entitled to receive shares of Spinco Common Stock in the Distribution
and for distribution in accordance with this Article III, through the Agent, certificates or book-entry authorizations
representing the shares of Company Common Stock (such shares of Company Common Stock being hereinafter referred to as
the "Distribution Fund") issuable pursuant to Section 3.1 upon conversion of outstanding shares of Spinco Common
Stock. The Agent shall, pursuant to irrevocable instructions, deliver the Company Common Stock contemplated to be issued
pursuant to Section 3.1 from the shares of Company Common Stock held in the Distribution Fund. If the Company deposits
such shares into the Distribution Fund prior to the Effective Time and the Merger is not consummated, the Agent shall
promptly return such shares to the Company. The Distribution Fund shall not be used for any other purpose.

(b) Distribution Procedures. At the Effective Time, all shares of Spinco Common Stock shall be converted
into shares of Company Common Stock pursuant to, and in accordance with the terms of, this Agreement, immediately
following which the Agent shall distribute on the same basis as the shares of Spin co Common Stock would have been
distributed in the Distribution and to the persons entitled to receive Spinco Common Stock in the Distribution, in respect of
the outstanding shares of Verizon Common Stock held by holders of record of Verizon Common Stock on the Record Date,
all of the shares of Company Common Stock into which the shares of Spinco Common Stock that otherwise would have been
distributed in the Distribution have been converted pursuant to the Merger. Each person entitled to receive Spinco Common
Stock in the Distribution shall be entitled to receive in respect of the shares of Spinco Common Stock otherwise distributable
to such person a certificate or book-entry authorization representing the number of whole shares of Company Common Stock
that such holder has the right to receive pursuant to this Article III (and cash in lieu of fractional shares of Company Common
Stock, as contemplated by Section 3.3) (and any dividends or distributions pursuant to Section 3.2(c)). The Agent shall not
be entitled to vote or exercise any rights of ownership with respect to the Company Common Stock held by it from time to
time hereunder. The Company agrees that, from and after the Effective Time, those holders of record of Verizon Common
Stock who have become holders of record of Company Common Stock by virtue of the Distribution and the Merger shall be
holders of record of Company Common Stock for all purposes for so long as they hold such Company Common Stock.
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(c) Distributions with Respect to Undistributed Shares. No dividends or other distributions declared or made
after the Effective Time with respect to Company Common Stock with a record date after the Effective Time shall be paid
with respect to any shares of Company Common Stock that have not been distributed by the Agent promptly after the
Effective Time, whether due to a legal impediment to such distribution or otherwise. Subject to the effect of applicable
Laws, following the distribution of any such previously undistributed shares of Company Common Stock, there shall be paid
to the record holder of such shares of Company Common Stock, without interest (i) at the time of such distribution, the
amount of cash payable in lieu of fractional shares of Company Common Stock to which such holder is entitled pursuant to
Section 3.3 and the amount of dividends or other distributions with a record date after the Effective Time theretofore paid
with respect to such whole shares of Company Common Stock and (Q) at the appropriate payment date therefor, the amount
of dividends or other distributions with a record date after the Effective Time but prior to the distribution of such shares and a
payment date subsequent to the distribution of such shares payable with respect to such whole shares of Company Common
Stock.

(d) No Further Ownershi1 Rights in Spinco Common Stock. All shares of Company Common Stock issued in
respect of shares of Spinco Common Stock (including any cash paid pursuant to Section 3.3) shall be deemed to have been
issued in full satisfaction of all rights pertaining to such shares of Spinco Common Stock.

(e) Termination of Distribution Fund. Any portion of the Distribution Fund made available to the Agent that
remains undistributed to the former stockholders of Spinco on the one-year anniversary of the Effective Time shall be
delivered to the Company, upon demand, and any former stockholders of Spinco who have not received shares of Company
Common Stock in accordance with this Article III shall thereafter look only to the Company for payment of their claim for
shares of Company Common Stock and any dividends, distributions or cash in lieu of fractional shares with respect to such
Company Common Stock (subject to any applicable abandoned property, escheat or similar Law). If and to the extent the
Company does not receive the Distribution Fund from the Agent, the former stockholders of Spinco shall look only to the
Agent to complete the transfer or payment.

(8 No Liability. None of Spinco, the Surviving Corporation or the Agent shall be liable to any holder of
shares of Spinco Common Stock or any holder of shares of Verizon Common Stock for any shares of Company Common
Stock (or dividends or distributions with respect thereto or with respect to shares of Spinco Common Stock) or cash delivered
to a public official pursuant to any applicable abandoned property, escheat or similar Law.
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(g) Closing__Q.f Transfer Books. From and after the Effective Time, the stock transfer books of Spinco shall be
closed and no transfer shall be made of any shares of capital stock of Spinco that were outstanding immediately prior to the
Effective Time.

(h) Withholding Rights. Spinco, the Company and the Surviving Corporation shall be entitled to deduct and
withhold from the consideration otherwise payable pursuant to this Agreement to any holder of Spinco Common Stock such
amounts as they determine in good faith are required to be deducted and withheld with respect to the making of such payment
under the Code, or under any provision of state, local or foreign Tax Law. To the extent that amounts are so withheld and
paid over to the appropriate Taxing Authority, such withheld amounts will be treated for all purposes of this Agreement as
having been paid to the recipient.

3.3 Fractional S hares.

(a) No fractional shares of Company Common Stock shall be issued in the Merger and no dividend or
distribution with respect to Company Common Stock shall be payable on or with respect to any fractional share interests and
such fractional share interests will not entitle the owner thereof to any rights of a stocldwlder of the Company.

(b) As promptly as practicable following the Effective Time, the Agent shall determine the excess of (x) the
number of shares of Company Common Stock delivered to the Agent by the Company pursuant to Section 3.2(a) over (y) the
aggregate number of whole shares of Company Common Stock to be distributed in respect of shares of Spinco Common
Stock pursuant to Section 3.2(b) (such excess, the "Excess Shares"). As soon after the Effective Time as practicable, the
Agent, as agent for the applicable holders, shall sell the Excess Shares at the then prevailing prices on the New York Stock
Exchange (the "NYSE"), in the manner provided in paragraph (c) of this Section 3.3.

(c) The sale of the Excess Shares by the Agent shall be executed on the NYSE through one or more member
Hims of the NYSE and shall be executed in round lots to the extent practicable. The Agent shall use all reasonable efforts to
complete the sale of the Excess Shares as promptly following the Effective Time as is practicable consistent with obtaining
the best execution of such sales in light at' prevailing market conditions. Until the net proceeds of any such sale or sales have
been distributed in respect of such shares of Spinco Common Stock, the Agent will hold such proceeds in trust for the
applicable holders. The Surviving Corporation shall pay all commissions, transfer taxes and other out-of-pocket transaction
costs of the Agent incurred in connection with such sale or sales of Excess Shares. In addition, the Surviving Corporation
shall pay the Agent's compensation and expenses in connection with such sale or sales. The Agent shall determine the
portion of such net proceeds to which each applicable holder shall be entitled, if any, by multiplying the amount of the
aggregate net proceeds by a fraction the numerator of which is the amount of the fractional share interest to which such
holder of Spinco Common Stock is entitled (after taking into account all shares of Spinco Common Stock then held by such
holder) and the denominator of which is the aggregate amount of fractional share interests to which all holders of Spinco
Common Stock are entitled.
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(d) As soon as practicable after the determination of the amount of cash, if any, to be paid in respect of Spinco
Common Stock with respect to any fractional share interests, the Agent shall pay such amounts to the applicable holders.

ARTICLE IV

REPRESENTATIONS AND WARRANTIES OF VERIZON

Except as disclosed in the corresponding section of the Disclosure Letter delivered by Verizon to the Company
immediately prior to the execution of this Agreement (the "Yerizon Disclosure Letter"), Verizon hereby represents and
warrants to the Company as follows:

4.1 Qrganization: Qualification. Verizon is a corporation duly organized, validly existing and in good
standing under the laws of the State of Delaware. Each of Verizon and its Subsidiaries has all requisite corporate power and
authority to own, lease and operate the Spinco Assets. Each of the Contributing Companies is duly qualified or licensed to
do business and is in good standing in each jurisdiction in which the Spinco Assets or the nature of the Spinco Business
operated by it makes such qualification necessary, except in such jurisdictions where the failure to be so qualified or licensed
or in good standing would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on
Spinco or the Spinco Business.

4.2 Corporate Authority; No Violation.
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(a) Verizon has the corporate power and authority to enter into this Agreement and each other Transaction
Agreement to which it is or as of the Effective Time will be a party and to carry out its obligations hereunder and
thereunder. The execution, delivery and performance by Verizon of this Agreement and each other Transaction Agreement
to which it is or as of the Effective Time will be a party and the consummation of the transactions contemplated hereby and
thereby have been duly authorized by all requisite corporate action on the part of Verizon, except for such further action of
the Board of Directors of Verizon required to establish the Record Date and the Distribution Date, and the effectiveness of
the declaration of the Distribution by the Board of Directors of Verizon (which is subject to the satisfaction or, to the extent
permitted by applicable Law, waiver of the conditions set forth in the Distribution Agreement). This Agreement has been
duly executed and delivered by Verizon and, assuming the due authorization, execution and delivery by the Company,
constitutes a legal, valid and binding agreement of Verizon, enforceable against Verizon in accordance with its terms (except
insofar as such enforceability may be limited by applicable bankruptcy, insolvency, reorganization, moratorium or similar
Laws affecting creditors' rights generally, or by principles governing the availability of equitable remedies). As of the
Distribution Date, each other Transaction Agreement to which Verizon or one of its Subsidiaries is a party will have been
duly executed and delivered by Verizon or such Subsidiary and, assuming the due authorization, execution and delivery by
the other parties thereto, will constitute a legal, valid and binding agreement of Verizon or such Subsidiary, as applicable,
enforceable against Verizon or such Subsidiary, as applicable, in accordance with its terms (except insofar as such
enforceability may be limited by applicable bankruptcy, insolvency, reorganization, moratorium or similar Laws affecting
creditors' rights generally, or by principles governing the availability of equitable remedies).

(b) Neither the execution and delivery by Verizon of this Agreement and other Transaction Agreements to
which it is or as of the Effective Time will be a party nor the consummation by Verizon of the transactions contemplated
hereby or thereby, or performance by Verizon of any of the provisions hereof or thereof, will (i) violate or conflict with any
provisions of Verizon's certificate of incorporation or bylaws, (Q) assuming the consents and approvals contemplated by
Section 4.2(c) are obtained, result in a default (or an event that, with notice or lapse of time or both, would become a default)
or give rise to any right of termination by any third party, cancellation, amendment or acceleration of any obligation or the
loss of any benefit under, any Contract to which Verizon or any of its Subsidiaries is a party or by which Verizon or any of its
Subsidiaries is bound or affected, () result in the creation of a Lien on any of the issued and outstanding shares of Spinco
Common Stock, capital stock of any Spinco Subsidiary or on any of the Spinco Assets pursuant to any Contract to which
Verizon or any of its Subsidiaries (including Spinco and its Subsidiaries) is a party or by which Verizon or its Subsidiaries is
bound or affected, or (Q) assuming the consents and approvals contemplated by Section 4.2(c) are obtained, violate or
conflict with any Order or Law applicable to Verizon or any of its Subsidiaries (including Spinco and its Subsidiaries), or any
of the properties, business or assets of any of the foregoing, other than, in the case of each of clauses (ii) through (iv), any
such violation, conflict, default, right, loss or Lien which would not reasonably be expected to have, individually or in the
aggregate, a Material Adverse Effect on Spinco or the Spinco Business.
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(c) Other than in connection with or in compliance with (i) the provisions of the DGCL, (Q) the Securities Act,
() the Exchange Act, () the HSR Act, (y) the Communications Act and applicable rules and regulations thereunder and
the rules, regulations, written policies, instructions and orders of the FCC (the "FCC Rules"), () approvals required in
connection with the transfer of Real Property Interests and the assignment or ovation of Governmental Customer Contracts
and (vii) the approvals set forth on Section 4.2(c) of the Verizon Disclosure Letter (the approvals contemplated by clauses (i)
through (vii), collectively, the "VerizonApprovals"), no authorization, consent or approval of, or filing with, any
Governmental Authority is necessary for the consummation by Verizon or Spinco or any of the Contributing Companies of
the transactions contemplated by this Agreement and the other Transaction Agreements, except for such authorizations,
consents, approvals or filings that, if not obtained or made, would not reasonably be expected to have, individually or in the
aggregate, a Material Adverse Effect on Spinco or the Spinco Business. Notwithstanding the foregoing, although the
approvals set forth in Section 4.2(c) of the Verizon Disclosure Letter constitute all those authorizations, consents, approvals
and filings that Verizon reasonably believes, as of the date of this Agreement, are necessary to obtain or make prior to
consummation of the transactions contemplated by this Agreement, additional State Regulators or other Governmental
Authorities not set forth in Section 4.2(c) of the Verizon Disclosure Letter may require or seek to require Verizon to obtain
authorizations, consents or approvals, or make filings, prior to consummation of the transactions contemplated by this
Agreement, and if such additional authorizations, consents, approval or filings are required, Verizon's representations and
warranties in this Section 4.2(c) shall not be deemed to have failed to be true and correct on account of such requirement with
respect to authorizations, consents, approvals or filings not set forth in Section 4.2(c) of the Verizon Disclosure Letter.

4.3 Information Supplied. All documents that Verizon or any Verizon Subsidiary is responsible for filing with
any Governmental Authority in connection with the transactions contemplated hereby and by each other Transaction
Agreement will comply in all material respects with the provisions of applicable Law. All information supplied or to be
supplied by Verizon or any Verizon Subsidiary in any document, other than the Proxy Statement/Prospectus or the
Registration Statements (which are addressed in Section 5.8 hereof), filed with any Governmental Authority in connection
with the transactions contemplated hereby and by the other Transaction Agreements will be, at the time of filing, at the
Distribution Date and at the Effective Time, true and correct in all material respects.
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4.4 Brokers or Finders. Other than any arrangement that may be entered into after the date hereof (which shall
be the exclusive liability and obligation of Verizon and not any other party hereto), the material terms of which shall be
disclosed to the Company, no agent, broker, investment banker, financial advisor or other similar Person is or will be entitled,
by reason of any agreement, act or statement by Verizon or any of its Subsidiaries, directors, officers or employees, to any
financial advisory, broker's, finder's or similar fee or commission, to reimbursement of expenses or to indemnification or
contribution in connection with any of the transactions contemplated by this Agreement or other Transaction Agreement.

ARTICLE V

REPRESENTATIONS AND WARRANTIES OF VERIZON AND SPINCO

Except as disclosed in the corresponding section of the Disclosure Letter delivered by Spinco to the Company
immediately prior to the execution of this Agreement (the "Spinco Disclosure Letter"), Verizon and Spinco, jointly and
severally, represent and warrant to the Company as follows:

5.1 Organization, Qualification.

(a) Spinco and each of the Spinco Subsidiaries (i) is, or on the date of its incorporation will be, a corporation
duly organized, validly existing and in good standing under the laws of its jurisdiction of incorporation, (ii) has, or will have,
all requisite power and authority to own, lease and operate its properties and assets and to carry on its business as presently
conducted or as proposed to be conducted, and (iii) is,or will be, duly qualified and licensed to do business and is, or will be,
in good standing in each jurisdiction in which the ownership or leasing of its property or theconduct of its business requires
such qualification, except for jurisdictions in which the failure to be so qualified or to be in good standing would not
reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or the Spinco
Business. The copies of the Spinco certificate of incorporation and bylaws and the certificate of incorporation and bylaws (or
other similar organizational documents) of each Spinco Subsidiary previously made available to the Company are complete
and correct copies of such documents as in full force and effect on the date hereof.

(b) Section 5. 1(b) of the Spinco Disclosure Letter sets forth a list of the Spinco Subsidiaries and their
respective jurisdictions of incorporation or organization.
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5.2 Capital Stock and Other Matters.

(a) Spinco is a direct, wholly-owned Subsidiary of Verizon, and, as of the Effective Time, shall own or hold
no assets (other than the capital stock of the Spinco Subsidiaries and any rights held in connection with the Special Payment
Financing, the Spinco Securities, this Agreement or any other Transaction Agreement).

(b) As of the date hereof, the authorized capital stock of Spinco consists of 1,000 shares of Spinco Common
Stock, and 1,000 shares of Spinco Common Stock are issued and outstanding. No shares of Spinco Common Stock are held
by Spineo in its treasury. All of the issued and outstanding shares of Spinco Common Stock are, and immediately prior to the
Effective Time will be, validly issued, fully paid and no assessable and free of preemptive rights.

(c) No bonds, debentures, notes or other indebtedness of Spinco or any of the Spinco Subsidiaries having the
right to vote (or convertible into or exercisable for securities having the right to vote) on any matters on which holders of
shares of capital stock of Spinco (including Spinco Common Stock) may vote ("Spineo Voting Debt") are, or at the
Distribution Date will be, issued or outstanding.

(d) Except in connection with the Merger or as otherwise provided for in the Transaction Agreements, there
are not, and immediately prior to the Effective Time there will not be, any outstanding securities, options, warrants,
convertible securities, calls, rights, commitments or Contracts of any kind to which Spinco or any Spinco Subsidiary is a
party or by which any of them is bound obligating Spinco or any Spinco Subsidiary to issue, deliver or sell, or cause to be
issued, delivered or sold, additional shares of capital stock, Spinco Voting Debt or other voting securities of Spinco or any
Spinco Subsidiary or obligating Spinco or any Spinco Subsidiary to issue, grant, extend, redeem, acquire or enter into any
such security, option, warrant, convertible security, call, right, commitment or Contract.

(e) There are not, and immediately prior to the Effective Time there will not be, any stockholder agreements,
voting trusts or other Contracts (other than the Distribution Agreement) to which Spinco is a party or by which it is bound
relating to voting or transfer of any shares of capital stock of Spinco or the Spinco Subsidiaries.
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5.3 Corporate Authority, No Violation.

(a) Spinco has the corporate power and authority to enter into this Agreement and each of Spinco and each
Spinco Subsidiary has the corporate power and authority to enter into each other Transaction Agreement to which it is, or as
of the Effective Time will be, a party, and to carry out its obligations hereunder and thereunder. The execution, delivery and
performance by Spinco of this Agreement and by Spinco and each applicable Spinco Subsidiary of each other Transaction
Agreement to which it is or as of the Effective Time will be a party and the consummation of the transactions contemplated
hereby and thereby have been duly authorized by all requisite corporate action on the part of Spinco and the Spinco
Subsidiaries, except for such further action by the Board of Directors of Spinco required to effect the reclassification of the
Spinco Common Stock, the distribution of the Spinco Securities to Verizon and the payment of the Special Payment, each as
contemplated by the Distribution Agreement.

(b) This Agreement has been duly executed and delivered by Spinco and, assuming the due authorization,
execution and delivery by the Company, constitutes a legal, valid and binding agreement of Spinco, enforceable against
Spinco in accordance with its terms (except insofar as such enforceability may be limited by applicable bankruptcy,
insolvency, reorganization, moratorium or similar Laws affecting creditors' rights generally, or by principles governing the
availability of equitable remedies). As of immediately prior to the Effective Time, each other Transaction Agreement to
which Spinco or any Spinco Subsidiary is a party will have been duly executed and delivered by Spinco or the applicable
Spinco Subsidiary and will, assuming the due authorization, execution and delivery by the other parties thereto, constitute a
legal, valid and binding agreement of Spinco or the applicable Spinco Subsidiary, enforceable against Spinco or the
applicable Spinco Subsidiary in accordance with its terms (except insofar as such enforceability may be limited by applicable
bankruptcy, insolvency, reorganization, moratorium or similar Laws affecting creditors' rights generally, or by principles
governing the availability of equitable remedies).

(c) Neither the execution and delivery by Spinco of this Agreement and by Spinco and each applicable Spinco
Subsidiary of each other.Transaction Agreement to which Spinco nr H111 applicable Spinco Subsidiary is, or as of the
Effective Time will be, a party, nor the consummation by Spinco or the applicable Spinco Subsidiary of the transactions
contemplated hereby or thereby, or performance by Spinco or the applicable Spinco Subsidiary of the provisions hereof or
thereof, will (i) violate or conflict with any provision of Spinco's or the applicable Spinco Subsidiary's certificate of
incorporation or bylaws (or other similar organizational documents), (Q) assuming the consents and approvals referred to in
Section 5.3(d) are obtained, result in a default (or an event that, with notice or lapse of time or both, would become a default)
or give rise to any right of termination or buy-out by any third party, cancellation, amendment or acceleration of any
obligation or the loss of any benefit under any Contract which, if it existed on the Distribution Date, would constitute a
Spinco Asset, () result in the creation of a Lien, pledge, security interest, claim or other encumbrance on any of the issued
and outstanding shares of Spinco Common Stock or capital stock of any Spinco Subsidiary or on any of the Spinco Assets
pursuant to any Contract to which Spinco or any Spinco Subsidiary is a party or by which Spinco or any Spinco Subsidiary or
any of the Spinco Assets is bound or affected, or (Q) assuming the consents and approvals contemplated by Section 5.3(d)
are obtained, violate or conflict with any Order or Law applicable to Spinco or any Spinco Subsidiary, or any of the
properties, businesses or assets of any of the foregoing, other than, in the case of each of clauses (ii) through (iv), any such
violation, conflict, default, right, loss or Lien which would not reasonably be expected to have, individually or in the
aggregate, a Material Adverse Effect on Spinco or the Spinco Business.
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(d) Other than the Verizon Approvals, no authorization, consent or approval of, or filing with, any
Governmental Authority is necessary for the consummation by Spinco or any Spinco Subsidiary of the transactions
contemplated by this Agreement and the other Transaction Agreements to which Spinco or any Spinco Subsidiary is a party,
except for such authorizations, consents, approvals or filings that, if not obtained or made, would not reasonably be expected
to have, individually or in the aggregate, a Material Adverse Effect on Spinco or the Spinco Business.

5.4 Financial Statements.

(a) Verizon and Spinco have previously made available to the Company complete and correct copies of the
audited combined Statements of Selected Assets, Selected Liabilities and Parent Funding of the local exchange businesses
and related landline activities of Verizon in the Territory (including Internet access and certain long distance services
provided to customers in those states) for the fiscal years ended December 31, 2007 and 2008, and the related audited
combined statements of income, cash flows and parent funding for the fiscal years ended December 31, 2006, 2007 and 2008,
including the notes thereto (collectively, the "§pinco Financial Statements").

(b) The Spinco Financial Statements fairly present in all material respects, and any other financial statements
prepared and delivered in accordance with Section 7.3(h) or Section 7.16 will fairly present in all material respects, the
financial position of the Spinco Business as of the respective dates thereof, and the results of operations and changes in cash
flows, changes in parent funding or other information included therein for the respective periods or as of the respective dates
then ended, in each case except as otherwise noted therein and subject, in the case of unaudited interim statements, to normal
year-end audit adjustments. The Spinco Financial Statements and such other financial statements have been or will be
prepared in accordance with GAAP, applied on a consistent basis, except as otherwise noted therein.

http://www.sec.gov/Archives/edgar/data/20520/000095015709000266/ex2- 1 .htm 7/14/2009



Page 51 of 147

Table of Contents

(c) As of the date hereof, neither Spinco nor any of the Spinco Subsidiaries is required to file any form, report,
registration statement, prospectus or other document with the SEC.

(d) Except as set forth in the Spinco Financial Statements, since December 31, 2008, Verizon and its
Subsidiaries conducting the Spinco Business have not incurred any liabilities or obligations arising from the Spinco Business
that are of a nature that would be required to be disclosed on a combined balance sheet prepared consistently with the Spinco
Financial Statements or in the notes thereto prepared in conformity with GAAP, other than liabilities or obligations that have
not had and would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco
or the Spinco Business.

5.5 Absence of Certain Changes or Events. Except as specifically contemplated by this Agreement or the
other Transaction Agreements, since December 31, 2008, the Spinco Business has been conducted in the ordinary course,
consistent with past practice, and there has not been any state of facts, change, development, event, effect, condition or
occurrence that has had, or would reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect
on Spinco or the Spinco Business. From December 3 l, 2008 to the date hereof, none of Verizon, Spinco or any of their
respective Subsidiaries has taken any action or failed to take any action, which action or failure, as the case may be, would
constitute a breach of Section 7.2 if taken without the Company's consent after the date hereof.

5.6 Investigations; Litigation.

(a) There is no material investigation or review pending (or, to Spinco's Knowledge, threatened) by any
Governmental Authority (including, for this purpose only, the Universal Service Administrative Company and any other
administrators designated by the FCC or a State Regulator) with respect to Spinco or any of the Spinco Subsidiaries, or with
respect to Verizon or any Verizon Subsidiary relating to the Spinco Business.
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(b) There are no actions, suits, grievances, arbitrations, investigations or proceedings pending (or, to Spinco's
Knowledge, threatened) against or affecting Spinco or any of the Spinco Subsidiaries or any of their respective properties or
otherwise affecting the Spinco Business at law or in equity before, and there are no Orders of any Governmental Authority, in
each case, which has had or would reasonably be expected to have, individually or in the aggregate, a Material Adverse
Effect on Spinco or the Spinco Business.

5.7 Compliance with Laws. The Subsidiaries of Verizon conducting the Spinco Business are and since
January 1, 2006 have been, in compliance with all, and have received no notice of any violation (as yet unrernedied) of any,
Laws applicable to such Subsidiaries of Verizon or any of their respective properties or assets or otherwise affecting the
Spinco Business, except where such non-compliance, default or violation has not had, and would not reasonably be expected
to have, individually or in the aggregate, a Material Adverse Effect on Spinco or the Spinco Business. Notwithstanding
anything contained in this Section 5.7, no representation or warranty shall be deemed to be made in this Section 5.7 in respect
of environmental, Tax, employee benefits, labor or communications Laws matters, which are the subject of the
representations and warranties made in Sections 5.10, 5.11, 5.12, 5.13 and 5.19 of this Agreement, respectively.

5.8 Proxy Statement/prospectus, Registration Statements. None of the information regarding Verizon or its
Subsidiaries, Spinco or the Spinco Subsidiaries, or the Spinco Business, or the transactions contemplated by this Agreement
or any other Transaction Agreement that is provided by Verizon or Spinco or any of their respective Subsidiaries specifically
for inclusion in, or incorporation by reference into, the Proxy Statement/Prospectus or the Registration Statements will, in the
case of the definitive Proxy Statement/Prospectus or any amendment or supplement thereto, at the time of the mailing of the
definitive Proxy Statement/Prospectus and any amendment or supplement thereto, and at the time of the Company
Stockholders Meeting, or, in the case of the Registration Statements, at the time such registration statement becomes
effective, at the time of the Company Stockholders Meeting (in the case of the Company Registration Statement), at the
Distribution Date and at the Effective Time, contain an untrue statement of a material fact or omit to state any material fact
required to be stated therein or necessary in order to make the statements therein, in the light of the circumstances under
which they are made, not misleading, The Spinco Registration Statement will comply in all material respects with the
applicable provisions of the Securities Act or the Exchange Act, as the case may be, and the rules and regulations
promulgated thereunder, except that no representation is made by Verizon or Spinco with respect to information provided by
the Company specifically for inclusion in, or incorporation by reference into, the Spinco Registration Statement.
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5.9 information Supplied. All documents that Spinco or any Spinco Subsidiary is responsible for filing with
any Governmental Authority in connection with the transactions contemplated hereby or by any other Transaction Agreement
will comply in all material respects with the provisions of applicable Law. All information supplied or to be supplied by
Spinco or any Spinco Subsidiary in any document, other than the Proxy Statement/Prospectus and the Registration
Statements, which are addressed in Section 5.8, filed with any Governmental Authority in connection with the transactions
contemplated hereby and by the other Transaction Agreements will be, at the time of filing, at the Distribution Date and at
the Effective Time, true and correct in all material respects.

5.10 Environmental Matters.

(a) All material Environmental Permits required pursuant to any Environmental Law for operation of the
Spinco Business (i) have been obtained by the Subsidiaries of Verizon conducting the Spinco Business and (Q) are currently
in full force and effect. Subsidiaries of Verizon conducting the Spinco Business are in material compliance with all material
Environmental Permits required pursuant to any Environmental Law for operation of the Spinco Business.

(b) To Spinco's Knowledge, the Subsidiaries of Verizon conducting the Spinco Business are, and at the
Effective Time Spinco and each of the Spinco Subsidiaries will be, in material compliance with all applicable Environmental
Laws with respect to the Spinco Business. To Spinco's Knowledge, there are no events, conditions, circumstances, activities,
practices or incidents related to the Spinco Business which have given, or would reasonably be likely to give, rise to any
Environmental Claim that has had or would reasonably be expected to have, individually or in the aggregate, a Material
Adverse Effect on Spinco or the Spinco Business.

(c) There is no civil, criminal or administrative action, suit, demand, Environmental Claim, hearing, notice, or
demand letter, notice of violation, investigation or proceeding pending or, to Spinco's Knowledge, threatened against the
Subsidiaries of Verizon conducting the Spinco Business related to any Environmental Permit or any applicable
Environmental Law or any plan, order, decree, judgment, injunction, notice or demand letter issued, entered, promulgated or
approved thereunder, that has had or would reasonably be expected to have, individually or in the aggregate, a Material
Adverse Effect on Spinco or the Spinco Business.
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(d) To Spinco's Knowledge, the Subsidiaries of Verizon conducting the Spinco Business have not generated,
stored, used, emitted, discharged or disposed of any Hazardous Material in the conduct of the Spinco Business except in
material compliance with applicable Environmental Law. To Spinco's Knowledge, Verizon and its Subsidiaries have made
available to the Company for its review copies of those reports, audits, studies or analyses in their possession, custody or
control that are material to the representations made in this Section 5. 10.

(e) The Subsidiaries of Verizon conducting the Spinco Business (i) have not, within the past seven years,
received any written request for information, and have not been notified that they are a potentially responsible party, under
the Comprehensive Environmental Response, Compensation or Liability Law in connection with the conduct of the Spinco
Business and (Q) to Spinco's Knowledge, have not, within the past seven years, been, and are not reasonably expected to be,
subject to liability for any Environmental Claim arising under or pursuant to such Laws in connection with the conduct of the
Spinco Business.

5.11 Tax Matters.

(a) Except as would not, individually or in the aggregate, reasonably be expected to have a Material Adverse
Effect on Spinco or the Spinco Business, (i) all Tax Returns relating to the Spinco Business required to be tiled have been
filed, (Q) all such Tax Returns are true and correct in all respects as filed or have been subsequently amended to make such
Tax Returns true and correct and not further amended, (Q) all Taxes shown as due and payable on such Tax Returns, and all
Taxes (whether or not reflected on such Tax Returns) relating to the Spinco Business required to be paid, have been timely
paid in full, () all Taxes relating to the Spinco Business for any taxable period (or a portion thereof) beginning on or prior to
the Closing Date (which are not yet due and payable) have been properly accrued for in the Spinco Financial Statements and
other books and records of Spinco and (x) Verizon and the Subsidiaries of Verizon conducting the Spinco Business have duly
and timely withheld all Taxes required to be withheld in respect of the Spinco Business and such withheld Taxes have been
either duly and timely paid to the proper Taxing Authority or properly set aside in accounts for such purpose and will be duly
and timely paid to the proper Taxing Authority.

(b) No written agreement or other written document waiving or extending, or having the effect of waiving or
extending, the statute of limitations or the period of assessment or collection of any Taxes relating to the Spinco Business or
any Subsidiary of Verizon conducting the Spinco Business that will be transferred to Spinco, and no power of attorney with
respect to any such Taxes, has been filed or entered into with any Taxing Authority.
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(D No audits or other administrative proceedings or proceedings before any Taxing Authority are
presently pending with regard to any Taxes or Tax Return of the Spinco Business or any Subsidiary of Verizon conducting
the Spinco Business that will be transferred to Spinco, as to which any Taxing Authority has asserted in writing any claim
which, if adversely determined, would reasonably be expected to have, individually or in the aggregate, a Material Adverse
Effect on Spinco or the Spinco Business, and (U) no Taxing Authority is now asserting in writing any deficiency or claim for
Taxes or any adjustment to Taxes with respect to which the Spinco Business or any Subsidiary of Verizon conducting the
Spinco Business that will be transferred to Spinco may be liable with respect to income or other material Taxes which has not
been fully paid or finally settled.

(c)

(d) No Subsidiary of Verizon conducting the Spinco Business (i) is a party to or bound by or has any
obligation under any Tax separation, sharing or similar agreement or arrangement other than the Tax Sharing Agreement,
(U) is or has been a member of any consolidated, combined or unitary group for purposes of filing Tax Returns or paying
Taxes (other than a group of which Verizon is the common parent corporation) or has any potential liability for Taxes of
another Person (other than Verizon or any of the Verizon Subsidiaries) under Treasury Regulations § 1.1502-6 or () has
entered into a closing agreement pursuant to Section 7121 of the Code, or any predecessor provision or any similar provision
of state or local law.

(G)
payable).

None of the Spinco Assets is subject to any Tax lien (other than liens for Taxes that arenot yet due and

(D Section 5.1 l(f) of the Spinco Disclosure Letter lists, as of the date hereof, all foreign jurisdictions in which
any Subsidiary of Verizon conducting the Spinco Business files a material Tax Return.

(g) No Subsidiary of Verizonconducting theSpincoBusiness has agreed tomake or is required to make any

adjustment for a taxableperiod ending after the Effective Time under Section 481(a) of the Codeby reason of a change in

accountingmethod or otherwise, except where suchadjustmentshavenot had, and would not reasonably be expected to have,

individually or in the aggregate, aMaterial Adverse Effect on Spinco or die SpincoBusiness.
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(h) No Subsidiary of Verizon conducting the Spinco Business has constituted either a "distributing
corporation" or a "controlled corporation" (within the meaning of Section 355(a)(l)(A) of the Code) in a distribution of stock
(other than the Distribution or any Internal Spinoff) qualifying for tax-free treatment under Section 355 of the Code (i) in the
two years prior to the date of this Agreement or (Q) in a distribution that could otherwise constitute part of a "plan" or "series
of related transactions" (within the meaning of Section 355(e) of the Code) in connection with the Merger.

(1) No Subsidiary of Verizon conducting the Spinco Business does so through, and no Spinco Assets are held
by, a partnership, limited liability company treated as a partnership for tax purposes, or any other flow-through entity that, in
each case, is not wholly-owned by Verizon or wholly-owned by Subsidiaries of Verizon.

Q) None of Verizon or any Subsidiary of Verizon conducting the Spinco Business has taken or agreed to take
any action that is reasonably likely to (nor is any of them aware of any agreement, plan or other circumstance that would)
prevent the Tax-Free Status of the Transactions.

(k) No Subsidiary of Verizon conducting the Spinco Business has engaged in any listed transaction, or any
reportable transaction the principal purpose of which was tax avoidance, within the meaning of Sections 6011, 6111 and 6112
of the Code.

(1) At the Effective Time, Spinco will not be and will not have been a United States real property holding
corporation within the meaning of Section 897(c)(2) of the Code during the applicable period specified in Section 897(c)(l)
(A)(ii) of the Code.

5.12 Benefit Plane.

(a) Section 5. l2(a)(i) of the Spinco Disclosure Letter lists, as of the date hereof, each "employee benefit
plan" (as defined in Section 3(3) of ERISA), and all other benefit, bonus, incentive, deferred compensation, stock option (or
other equity-based compensation), severance, retention, change in control, welfare (including post-retirement medical and
life insurance), fringe benefit and similar plans, programs, policies and arrangements, whether or not subject to ERISA and
whether written or oral, sponsored, maintained or contributed to or required to be maintained or contributed to by Verizon or
any Subsidiary of Verizon and (x) that will (or will be required to) be maintained or contributed to by Spinco or any of the
Spinco Subsidiaries on the Distribution Date, as provided in the Employee Matters Agreement, (y) with respect to which any
Person who is currently, has been or, on or prior to the Effective Time, is expected to become, an employee of any Subsidiary
of Verizon conducting the Spinco Business or is (or will become on the Distribution Date) an employee of Spinco or any
Spinco Subsidiary (collectively, "Spinco Business Employees") is (or will be) entitled to any benefit or (z) with respect to
which Spinco, Spinco Subsidiary or any Subsidiary of Verizon conducting the Spinco Business has any liability (the "Spinco
Benefit Plans"), provided, however, that no employee benefit plan shall be treated as a Spinco Benefit Plan if pursuant to the
Employee Matters Agreement neither Spinco, any Spinco Subsidiary nor any Subsidiary of Verizon conducting the Spinco
Business has or will have any liability with respect to such plan. Section 5.12(a)(ii) of the Spinco Disclosure Letter sets
forth, as of the date hereof, a complete and accurate list of each material employment, consulting, severance, change in
control, retention, termination or other material bilateral contract between any Spinco Business Employee, on the one hand,
and Spinco, any Spinco Subsidiary or any Subsidiary of Verizon conducting the Spinco Business, on the other hand, in each
case, that is not a Spinco Benefit Plan (collectively, the "Spinco Benefit Agreements"). With respect to each Spinco Benefit
Plan and Spinco Benefit Agreement, Verizon has provided to the Company complete and accurate copies of (A) such Spinco
Benefit Plan or Spinco Benefit Agreement, including any amendment thereto, (B) each trust, insurance, annuity or other
funding contract related thereto, (C) the most recent financial statements and actuarial or other valuation reports prepared
with respect thereto and (D) the two most recent annual reports on Form 5500 required to be filed with the IRS with respect
thereto (if any).
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(b) No material liability under Title IV (including Sections 4069 and 42l2(c) of ERISA) or Section 302 of
ERISA, or Section 412 of the Code, has been or as of the Effective Time will have been incurred by Spinco, any Subsidiary
of Verizon conducting the Spinco Business or any ERISA Affiliate of any of them, and no condition exists that would
reasonably be expected to result in Spinco, any Subsidiary of VerizOn conducting the Spinco Business or any ERISA
Affiliate of any of them incurring any such liability, other than liability for premiums due to the PBGC as of the Distribution
Date. The present value of accrued benefits under each Spinco Benefit Plan that is subject to Title IV of ERISA, determined
as of the date of, and based upon the actuarial assumptions used for funding purposes in, the most recent actuarial report
prepared by such plan's actuary with respect to such plan (dated May, 2009), did not exceed the value of the assets (as
determined as of the last business day of the last calendar month ended prior to the date hereof) of such plan allocable to such
accrued benefits.

(c) (i) No Spinco Benefit Plan is or will be at the Effective Time a "rnultiemployer plan," as deaned in
Section 3(37) of ERISA and (Q) none of Spinco, the Subsidiaries of Verizon conducting the Spinco Business or any ERISA
Affiliate of any of them has made or suffered or will as of the Effective Time (including as a result of the consummation of
the transactions contemplated by the Transaction Agreements (including the Distribution)) have made or suffered a
"complete withdrawal" or a "partial withdrawal," as such terms are respectively defined in Section 4203 and 4205 of ERISA,
the liability for which has not been satisfied in full.
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(d) Each Spinco Benefit Plan and each Spinco Benefit Agreement has been, or for periods on or prior to the
Distribution Date will have been, operated and administered in all material respects in accordance with its terms and
applicable Law, including ERISA and the Code. Ail contributions and premium payments required to be made with respect
to any Spinco Benefit Plan or Spinco Benefit Agreement have now been, or on the Distribution Date will have been, timely
made, except for (A) any contributions in respect of benefits that have become due but that are not yet payable under the
terms of the applicable Spinco Benefit Plan or Spinco Benefit Agreement or (B) any contributions in lieu of which pension
plan asset transfers will be made under the terms of theEmployee Matters Agreement. Appropriate reserves or accruals have
been taken on the Spinco financial statements in accordance with GAAP in respect of any unpaid liabilities incurred or
accrued under or in respect of any Spinco Benefit Plan or Spinco Benefit Agreement. There are no pending or, to Spinco's
Knowledge, threatened claims by, on behalf of or against any of the Spinco Benefit Plans in effect as of the date hereof or
any Assets thereof, that, if adversely determined, would reasonably be expected to have, individually or in the aggregate, a
Material Adverse Effect on Spinco or the Spinco Business, and no matter is pending (other than routine qualification
determination filings, copies of which have been furnished to the Company or will be promptly furnished to the Company
when made) before the IRS, the United States Department of Labor or the PBGC with respect to any Spinco Benefit Plan.

(e) Each Spinco Benefit Plan intended to be "qualified" within the meaning of Section 40l(a) of the Code is
so qualified and the trusts maintained thereunder are exempt from taxation under Section 501(a) of the Code, each trust
maintained under any Spinco Benefit Plan intended to satisfy the requirements of Section 50l(c)(9) of the Code has satisfied
such requirements and, in either such case, no event has occurred or condition is known to exist that would reasonably be
expected to have a material adverse effect on such tax-qualified status for any such Spinco Benefit Plan or any such trust.

(f) Except as contemplated by this Agreement and each other Transaction Agreement, no Spinco Benefit Plan
or Spinco Benefit Agreement, no plan or arrangement sponsored or maintained by Verizon in which any Spinco Business
Employee is, or on the Distribution Date will be, a participant and no contractual arrangement between any Subsidiary of
Verizon conducting the Spinco Business and any third party exists, or on the Distribution Date will exist, that could result in
(i) the payment to any current, former or future director, officer, stockholder or employee of Spinco, any Spinrn Subsidiary
or any of the Subsidiaries of Verizon conducting the Spinco Business or of any entity the assets or capital stock of which
have been acquired by a Subsidiary of Verizon conducting the Spinco Business, of any money or other property or benefits,
(ii) the acceleration of the time of payment or vesting, or trigger any funding, of any compensation or benefits under any
Spinco Benefit Plan or Spinco Benefit Agreement or (iii) the breach or violation of, default under or limitation on the
Company's right to amend, modify or terminate any Spinco Benefit Plan or Spinco Benefit Agreement, in each case as a
result of the consummation of the transactions contemplated by the Transaction Agreements (including the Distribution),
whether or not (a) such payment, acceleration or provision would constitute a "parachute payment" (within the meaning of
Section 280G of the Code) or (b) some other action or event (including separation from service) would be required to cause
such payment, acceleration or provision to be triggered.
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5. 13 Labor Matters. None of Spinco, any Spinco Subsidiary or any Subsidiary of Verizon conducting the
Spinco Business is a party to, or bound by, any collective bargaining agreement, employment agreement or other Contract, in
each case, with a labor union or labor organization and no such agreement is currently being negotiated. To Spinco's
Knowledge, as of the date hereof no union organizing campaign is in progress with respect to the Spinco Business
Employees. Except for such matters which have not had, and would not reasonably be expected to have, individually or in
the aggregate, a Material Adverse Effect on Spinco or the Spinco Business, (a) as of the date hereof, there are no strikes or
lockouts with respect to Spinco Business Employees, (b) there is no unfair labor practice, charge, complaint, labor dispute
(other than routine individual grievances) or labor arbitration proceeding pending or, to Spinco's Knowledge, threatened
against any of Spinco, any Spinco Subsidiary or any Subsidiaries of Verizon conducting the Spinco Business, (Q) there are no
actual or, to Spinco's Knowledge, threatened claims, arbitrations, litigation or consent decrees relating to employment Laws,
terms and conditions of employment and wages and hours pertaining to Spinco Business Employees or employment practices
affecting Spinco Business Employees in the Spinco Business and (Q) Spinco, the Spinco Subsidiaries and the Subsidiaries of
Verizon conducting the Spinco Business are in compliance with all applicable Laws respecting (i) employment and
employment practices, () terms and conditions of employment and wages and hours, (Q) collective bargaining and labor
relations practices, (iv) layoffs, and (y) immigration. As of the date hereof, none of Spinco, any Spinco Subsidiary or any
Subsidiary of Verizon conducting the Spinco Business has any liabilities under the WARN Act as a result of any action taken
by Spinco, any Spinco Subsidiary or any Subsidiary of Verizon conducting the Spinco Business and that has had, or would
reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Spinco or the Spinco Business.
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5.14 Intellectual Property.

(a) Section 5. l4(a) of the Spinco Disclosure Letter contains, as of the date hereof, a complete and accurate list
of all registered trademarks owned by Verizon or any of its U.S. Affiliates used in the Spinco Business. For the avoidance of
doubt, the post-Closing ownership of and/or rights in such Statutory Intellectual Property and other intellectual property shall
be apportioned between Spinco and the Spinco Subsidiaries, on the one hand, and Verizon and its other Affiliates, on the
other, in accordance with the Intellectual Property Agreement. Section 5. 14(a) of the Spinco Disclosure Letter contains a
complete and accurate list of all Statutory Intellectual Property owned by Spinco. For the avoidance of doubt, the post-
Closing ownership of and/or rights in such Statutory Intellectual Property and other intellectual property shall be apportioned
between Spinco and the Spinco Subsidiaries, on the one hand, and Verizon and its other Affiliates, on the other, in
accordance with the Intellectual Property Agreement.

(b) Neither Verizon nor any of its U.S. Affiliates, including the Subsidiaries of Verizon conducting the Spinco
Business, have received since January I, 2006 any written charge, complaint, claim, demand or notice alleging any
infringement, misappropriation or violation by the Spinco Business of (including any claim that the Subsidiaries of Verizon
conducting the Spinco Business must license or refrain from using) any Verizon Third Party Intellectual Property material to
the Spinco Business.

(c) To Spinco's Knowledge, there are no Liens on any Customer Data, personnel data of Spinco Business
Employees who become employees of the Surviving Corporation or its Subsidiaries at Closing, or Proprietary Business
Information.

(d) Subject to obtaining the required Verizon IP Consents and to complying with the terms and conditions of
any Contracts applicable to Network Element Software, the Surviving Corporation and its Subsidiaries, immediately after the
Effective Time, shall have the right to use the Network Element Software in accordance with such Verizon IP Consents and
such Contracts,

(e) The following software, information, and other Intellectual Property (as defined in the Intellectual Property
Agreement and in the FiOS Intellectual Property Agreement) will be sufficient to permit the Surviving Corporation and its
Subsidiaries to operate the Spinco Business and the Spinco FS Business (as defined in the FiOS Intellectual Property
Agreement) immediately following the Effective Time in a manner consistent with the operation of the Spinco Business and
the Spinco FS Business immediately prior to the Effective Time: (1) the Software as licensed to the Surviving Corporation
and its Subsidiaries (including the restrictions and limitations contained in the Software License Agreement), (2) the FiOS
Software as licensed to the Surviving Corporation and its Subsidiaries (including the restrictions and limitations contained in
the FiOS Software License Agreement), (3) the Licensed Intellectual Property (as defined in the Intellectual Property
Agreement and the FiOS Intellectual Property Agreement) as licensed to the Surviving Corporation and its Subsidiaries
(including the restrictions and limitations contained in the Intellectual Property Agreement and the FiOS Intellectual Property
Agreement), (4) the Proprietary Business Information, the Designated Spinco Statutory Intellectual Property, Designated
Spinco Intellectual Property, and the Spinco Customer Listing Data (each as defined in the Intellectual Property Agreement)
in each case as licensed or transferred to the Surviving Corporation and its Subsidiaries (including the restrictions and
limitations contained in the Intellectual Property Agreement), (5) the Proprietary FS Business Information, Spinco FS
Intellectual Property, and the Spinco FS Customer Listing Data (each as defined in the FiOS Intellectual Property
Agreement) in each case as licensed or transferred to the Surviving Corporation and its Subsidiaries (including the
restrictions and limitations contained in the FiOS Intellectual Property Agreement), (6) the licenses set forth in the
Intellectual Property Agreement with respect to the Licensed Excluded Marks (as defined in the Intellectual Property
Agreement), (7) the Licensed Intellectual Property (as defined in the FiOS Intellectual Property Agreement) as licensed to the
Surviving Corporation and its Subsidiaries (including the restrictions and limitations contained in the FiOS Intellectual
Property Agreement, and the licenses set forth in the FiOS Trademark License Agreement attached as an Exhibit to the FiOS
Intellectual Property Agreement), (8) the West Third Party Intellectual Property (as deaned in the Intellectual Property
Agreement and the FiOS Intellectual Property Agreement), and (9) the Third Party Software.
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5.15 Material Contracts.

(a) Section 5.l5(a) of the Spinco Disclosure Letter sets forth, and Verizon has made available to the Company
true and complete copies of, all Spinco Material Contracts in effect as of the date of this Agreement. For purposes of this
Agreement, the term "§}3 nco Material Contracts"means any of the following Contracts (other than this Agreement, each
other Transaction Agreement, the documents relating to the Special Payment Financing and the Spinco Securities, the Spinco
Benefit Plans and the Spinco Benefit Agreements), whether entered into prior to or after the date hereof, to which Verizon or
any Verizon Subsidiary, with respect to the Spinco Business only, is a party: (i) any "material contract" (as defined in item
601(b)(l0) of Regulation S-K of the SEC) as such term would be applied to the Spinco Business as if it is a separate entity,
(Q) any non-competition agreement or any other Contract that restricts in any material respect the conduct of any line of
business, () any partnership, joint venture or similar Contract material to the Spinco Business, and (iv) any Contract that
will govern the terms of any Indebtedness (or guarantees thereof) of Spinco or any Spinco Subsidiary after the Effective
Time in excess of $50,000,000
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(b) (i) Neither Verizon nor any Subsidiary of Verizon is in breach of or default under the terms of any Spinco
Material Contract where such breach or default has had, or would reasonably be expected to have, individually or in the
aggregate, a Material Adverse Effect on Spinco or the Spinco Business, (Q) to Spinco's Knowledge, no other party to any
Spinco Material Contract is in breach of or in default under the terms of any Spinco Material Contract where such breach or
default has had, or would reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on
Spinco or the Spinco Business and (iN) each Spinco Material Contract is a valid and binding obligation of Verizon or any
Subsidiary of Verizon which is a party thereto and, to Spinco's Knowledge, of each other party thereto, and is in full force
and effect, except insofar as such enforceability may be limited by applicable bankruptcy, insolvency, reorganization,
moratorium or similar Laws affecting creditors' rights generally, or by principles governing the availability of equitable
remedies.

5. 16 Board and Stockholder Approval. The Boards of Directors of Verizon and Spinco, in each case, at a
meeting duly called, have unanimously approved this Agreement and declared it advisable. As of the date hereof, the sole
stockholder of Spinco is Verizon. Immediately after execution of this Agreement, Verizon will approve and adopt (the
"Spinco Stockholder Approval"), as Spinco's sole stockholder, all aspects of this Agreement and the other Transaction
Agreements and the transactions contemplated hereby and thereby which require the consent of Spinco's stockholder under
the DGCL, Spinco's certificate of incorporation or Spinco's bylaws. The approval of Verizon's stockholders is not required
to effect the transactions contemplated by the Distribution Agreement, this Agreement or the other Transaction
Agreements. Upon obtaining the Spinco Stocldiolder Approval, the approval of Spinco's stockholders after the Distribution
Date will not be required to effect the transactions contemplated by this Agreement, including the Merger, unless this
Agreement is amended in accordance with Section 251(d) of the DGCL after the Distribution Date and such approval is
required, solely as a result of such amendment, under the DGCL or by the IRS.

5.17 Sufficiency of Assets.

After giving effect to the Contribution and the other transactions described in or contemplated by the
Distribution Agreement, and subject to the receipt of all applicable approvals and consents, including those contemplated by
Section 5.3(d), Spinco, together with the Spinco Subsidiaries, will have, in all material respects, good and valid title to, or in
the case of leased property, valid leasehold interests in,all of the material Spinco Assets.
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(b) Subject to the immediately following sentence, the assets of Spinco and the Spinco Subsidiaries as at the
Closing Date (assuming the consummation of the Contribution), together with the licenses and services to be made available
pursuant to the Transaction Agreements, will be sufficient to permit the Surviving Corporation and its Subsidiaries to operate
the Spinco Business independent from Verizon and its Subsidiaries (including having the ability to interact with retail and
carrier customers, to provide for acceptances, orders and trouble reports and to dispatch personnel to care for those orders and
trouble reports, to bill for services and to collect accounts receivable) immediately following the Effective Time (L) in all
material respects, in compliance with Law and (y) in a manner substantially consistent with the operation of the Spinco
Business on the date hereof and immediately prior to the Effective Time. Notwithstanding the foregoing, it is understood and
agreed that:

(i) the Company and the Surviving Corporation may not be assigned those assets and services listed
or described in Section 5. 17(b)(i) of the Spinco Disclosure Letter, which are necessary for the conduct of the Spinco
Business,

(ii) the Company and the Surviving Corporation are not being assigned the Retained Contracts and
the services provided under the Retained Contracts are necessary for the conduct of the Spinco Business,provided that the
material services provided to the Spinco Business under the Retained Contracts will be provided as part of the Realignment
by means of entering into Contracts on behalf of Spinco with third party vendors (whether or not the same as those under the
Retained Contracts) or with Verizon or Subsidiaries of Verizon unless (x) they are listed on Section 5. 17(b)(ii) of the Spinco
Disclosure Letter, (y) the Company and Verizon agree pursuant to Section 7.24 to omit such services as part of the
Realignment or (z) they involve Verizon Third Party Intellectual Property,

(iii) as contemplated by the Employee Matters Agreement, certain of the administrative and regional

headquarters management employees currently operating or advising theSpinco Business maynot be transferred toSpinco

and the SpincoSubsidiaries andthe immediately preceding sentence assumes that the SurvivingCorporation will provide

such equivalentpersonnel as may be appropriate for the benefit of the Spinco Business ,
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(iv) Verizon Third Party Intellectual Property are needed to operate the Spinco Business and the
immediately preceding sentence assumes that the Surviving Corporation will procure rights and/or licenses in such Verizon
Third Party Intellectual Property,

(v) the Realignment may alter the manner in which certain aspects of the Spinco Business are
conducted, and such alterations may include outsourcing to third party vendors or to Verizon or Subsidiaries of Verizon
certain services and activities previously provided to the Spinco Business by Verizon or Subsidiaries of Verizon, provided
that such alterations (X) shall not involve any material alterations to the manner in which customers engage with the Spinco
Business for sales and service, the manner in which the Spinco Business delivers such sales and service, billing and
remittance processing, credit and collections, field service and dispatch, network design, network configuration, employee
training, payphone administration, the manner of wholesale customer interfacing and related provisioning, fleet operations
and real estate management and (Y) shall not materially diminish the overall standards of quality, timeliness and efficiency
for customer services from those prevailing immediately prior to such Realignment, taking into account reasonable
fluctuations that occur from month to month,

(vi) the Company and Verizon may agree prior to the completion of the Realignment to omit certain
operational functions from the Spinco Business to the extent the Company wishes to integrate such functions with the
Company's existing operations as of the Closing and the foregoing sentence assumes the completion of any such integration,

(vii) the only assets that will be held by Spinco and the Spinco Subsidiaries as of the Closing with
respect ro the activities described in clauses (ii)(B) and (ii)(C) of the definition of "Spinco Business" will be customer
relationships (and, in the case of Clause (ii)(C), those assets listed in item (G) of the definition of Spinco Assets) and the
Surviving Corporation will need to procure all other assets needed to undertake such activities,

(viii) the Spinco Business conducted in West Virginia will need to be integrated with the operations
of the Company on the Closing Date and the immediately preceding sentence assumes that such integration has occurred
without any services or licenses from Verizon or any Verizon Subsidiaries after the Effective Time,
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(ix) the manner in which the Spinco Business is conducted between the date hereof and the Effective
Time may change on a basis consistent with changes made in the ordinary course of business during such period to the
business of other Affiliates of GTE Corporation offering local exchange telecommunications services,

(x) the immediately preceding sentence shall not be deemed a representation or warranty as to any
revenue, costs or expenses associated with the conduct of the Spinco Business immediately following the Effective Time, and

(xi) the immediately preceding sentence assumes the receipt of all necessary authorizations,
approvals, consents or waivers required by Law, by Governmental Authorities or other third Persons pursuant to their
Contract rights in connection with the transactions contemplated by the Distribution Agreement and this Agreement and
pursuant to the Transaction Agreements.

5.18 Spinco Real Property.

(a) Section 5. l8(a) of the Spinco Disclosure Letter sets forth the address of all real property that is, or will be
following the Contribution, Spinco Owned Real Property the loss of which would be material and adverse to the Spinco
Business. After giving effect to the Contribution and the other transactions contemplated by the Distribution Agreement and
subject to the receipt of all applicable consents or approvals, Spinco, or the Spinco Subsidiaries, will have, in all material
respects, good and valid and marketable title to all of the Spinco Owned Real Property identified on Section 5.l8(a) of the
Spinco Disclosure Letter, free and clear of all encumbrances other than Permitted Encumbrances. Neither Verizon nor any of
its Subsidiaries has leased or otherwise granted any third party any right to use or occupy any of the Spinco Owned Real
Property identified on Section 5.l8(a) of the Spinco Disclosure Letter, and there are no outstanding options, rights of refusal,
rights of first offer, rights of reverter or other third party rights in Spinco Owned Real Property identified on Section 5.l8(a)
of the Spinco Disclosure Letter.

(b) Section 5.l8(b) of the Spinco Disclosure Letter sets forth a list of the real property leases which are, or
will be following the Contribution (assuming the Contribution occurred on the date hereof), leases of Spinco or a Spinco
Subsidiary ("Spinco Leases"). Section 5.l8(b) of the Spinco Disclosure Letter sets forth the subleases in respect of Spinco
Leases as of the date hereof (the "Spinco Subleases"). Spinco has previously made available to the Company complete and
correct copies of each of the Spinco Leases and Spinco Subleases. With respect to Spinco Leases and Spinco Subleases, (i)
each is enforceable in accordance with its terms, except insofar as such enforceability may be limited by applicable
bankruptcy, insolvency, reorganization, moratorium or similar Laws affecting creditors' rights generally, or by principles
governing the availability of equitable remedies, (Q) there is no material default or material breach of a covenant by Verizon
or any of its Subsidiaries, () no event has occurred which with or without the giving of notice or lapse of time, or both,
would constitute such a material default or material breach and (iv) there has been no collateral assignment or other security
interest and they are not subject to any encumbrance other than Permitted Encumbrances.
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5.19 Communications Regulatory Matters.

(a) Spinco and the Spinco Subsidiaries hold, or on the Distribution Date will hold, all permits, licenses,
franchises, waivers, orders, approvals, concessions, registrations and other authorizations issued or provided by the FCC,
state public service or public utility commissions or other similar state regulatory bodies (the "State Regulators") or any other
Governmental Authority relating to communications regulatory matters (including multichannel video) under all Laws
currently in effect that are necessary for Spinco and/or the Spinco Subsidiaries to own their respective assets or operate the
applicable portion of the Spinco Business as currently conducted ("Spinco Licenses"), except such Spinco Licenses the
failure of which to so hold has not had and would not reasonably be expected to have, individually or in the aggregate, a
Material Adverse Effect on Spinco or the Spinco Business.

(b) Verizon and each of the Contributing Companies in the conduct of the Spinco Business has complied since
January 1, 2006 with, and currently is not in violation of, any requirement of Law relating to communications regulatory
matters (including multichannel video) to which Spinco or the Spinco Business is subject, except to the extent that any such
non-compliance or violation has not resulted and would not reasonably be expected to result in any material burden, fine or
consequence on the Spinco Business. Without limiting the foregoing, there is not pending, nor to Spinco's Knowledge,
threatened against Verizon or any of its Subsidiaries any application, action, petition, objection or other pleading, or any
proceeding by or before the FCC or any State Regulators which questions or contests the validity of, or any rights of the
holder under, or seeks the non-renewal, revocation or suspension of any Spinco License. Since January l, 2006, neither
Verizon nor any of the Contributing Companies has received written notice of an investigation or review by any
Governmental Authority (including, for this purpose only, the Universal Service Administrative Company and any other
administrators designated by the FCC or a State Regulator) relating to communications regulatory matters (including
multichannel video) with respect to a material violation by Verizon or any of the Contributing Companies (with respect to the
use or operation of the Spinco Assets) of any requirement of Law relating to the Spinco Business, excluding any notice in
respect of a matter that has been withdrawn or resolved without the imposition of material penalties, burdens or fines. Spinco
(a) is capable of providing local number portability in material compliance with 47 U.S.C. § 25 l(b)(2) and the implementing
rules of the FCC, (Q) complies in all material respects with the requirements of the Communications Assistance for Law
Enforcement Act, 47 U.S.C. § 1001 Er seq., and the implementing rules of the FCC ( "CALEA"), and (Q) is capable of
providing 911 service in material compliance with 47 U.S.C. § 25l(e)(3) and the implementing rules of the FCC and
applicable state Laws of the State Regulators.
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(c) As of the date hereof, none of Verizon or any Verizon Subsidiary has, with respect to the Spinco Business,
(i) received notice from any Governmental Authority with respect to an intention to enforce multichannel video customer
service standards pursuant to the Communications Act or (ii) agreed with any Governmental Authority to establish
multichannel video customer service standards that exceed the standards in the Communications Act.

5.20 Company Common Stock. Neither Verizon nor Spinco owns (directly or indirectly, beneficially or of
record) or is a party to any agreement, arrangement or understanding for the purpose of acquiring, holding, voting or
disposing of, in each case, any shares of capital stock of the Company (other than as contemplated by this Agreement), in
each case other than any ownership by pension or other benefit plans sponsored for employees of Verizon and/or its
Subsidiaries.

5.21 Affiliate Transactions. There are no transactions or Contracts of the type that would be required to be
disclosed by Subsidiaries of Verizon conducting the Spinco Business under Item 404 of Regulation S-K if such companies
were a company subject to such Item between or among (a) Verizon, Spinco or any Spinco Subsidiary, on the one hand, and
(b) any individual who is a "named executive officer" (as such term is defined in Section 402 of Regulation S-K) of Verizon,
Spinco or any Spinco Subsidiary, on the other hand, in each case to the extent such transactions or Contracts relate to the
Spinco Business but in each case excluding compensation received as an employee in the ordinary course.

ARTICLE VI

REPRESENTATIONS AND WARRANTIES CF THE COMPANY

Except as disclosed (i) in the Company SEC Documents (including the exhibits thereto), other than disclosures in
the "Risk Factors" or "Forward-Looking Statements" sections thereof, or (ii) in the corresponding section of the Disclosure
Letter delivered by the Company to Verizon and Spinco immediately prior to the execution of this Agreement (the "Company
Disclosure Letter ) the (`Qmr\anv represents and warrants tn Vpr1/on and Qpincn as follows
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6.1 Organization, Qualification.

(a) The Company is a corporation duly organized, validly existing and in good standing under the laws of the
State of Delaware, has all requisite power and authority to own, lease and operate its properties and assets and to carry on its
business as presently conducted, and is duly qualified and licensed to do business and is in good standing in each jurisdiction
in which the ownership or leasing of its property or the conduct of its business requires such qualification, except for
jurisdictions in which the failure to be so qualified or to be in good standing would not reasonably be expected to have,
individually or in the aggregate, a Material Adverse Effect on the Company. The copies of the Company's certificate of
incorporation and bylaws and the certificate of incorporation and bylaws (or other similar organizational documents) of any
Company Subsidiary that is a Significant Subsidiary of the Company previously made available to Verizon and Spinco are
complete and correct copies of such documents as in full force and effect on the date hereof.

(b) Section 6. 1(b) of the Company Disclosure Letter sets forth, as of the date hereof, a list of the Company
Subsidiaries and their respective jurisdictions of incorporation or organization, together with a designation of those Company
Subsidiaries constituting Significant Subsidiaries of the Company.

6.2 Capital Stock and Other Matters.

(a) As of the date hereof, the authorized capital stock of the Company consists of 600,000,000 shares of
Company Common Stock and 50,000,000 shares of preferred stock of the Company. As of May 11, 2009, 312,356,567
shares of Company Common Stock were issued and outstanding, 6,995,305 shares of Company Common Stock were
reserved for issuance and no share of preferred stock of the Company were issued or outstanding. All of the issued and
outstanding shares of Company Common Stock are validly issued, fully paid and non assessable and free of preemptive rights
and were issued in compliance with all applicable securities Laws, including all applicable registration requirements under
the Securities Act (unless an exemption from registration was available for a particular issuance).
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(b) No bonds, debentures, notes or other indebtedness of the Company or any of the Company Subsidiaries
having the right to vote (or convertible into or exercisable for securities having the right to vote) on any matters on which
holders of shares of capital stock of the Company (including Company Common Stock) may vote ("Company Voting Debt")
are, or Ar the Distribution Date will be, issued or outstanding.

(c) Except as set forth in Section 6.2(a) above, there are no outstanding securities, options, warrants,
convertible securities, calls, rights, commitments or Contracts of any kind to which the Company or any of the Company
Subsidiaries is a party or by which any of them is bound obligating the Company or any of the Company Subsidiaries to
issue, deliver or sell, or cause to be issued, delivered or sold, additional shares of Company Common Stock, Company Voting
Debt or other voting securities of the Company or any of the Company Subsidiaries or obligating the Company or any of the
Company Subsidiaries to issue, grant, extend, redeem, acquire or enter into any such security, option, warrant, convertible
security, call, right, commitment or Contract.

(d) Except as contemplated by this Agreement, there are no stockholders agreements, voting trusts or other
Contracts to which the Company is a party or by which it is bound relating to voting or transfer of any shares of capital stock
of the Company or the nomination of any directors thereof.

6.3 Corporate Authority, No Violation.

(a) The Company has the corporate power and authority to enter into this Agreement and each other
Transaction Agreement to which it is, or as of the Effective Time will be, a party, and subject to obtaining the Requisite
Approval, to carry out its obligations hereunder and thereunder. The execution, delivery and performance by the Company
of this Agreement and each other Transaction Agreement to which it is, or as of the Effective Time will be, a party and the
consummation of the transactions contemplated hereby and thereby have been duly authorized by all requisite corporate
action on the part of the Company, subject to obtaining the Requisite Approval.

(b) This Agreement has been duly executed and delivered by the Company and, assuming the due
authorization, execution and delivery by Verizon and Spinco, constitutes a legal, valid and binding agreement of the
Company, enforceable against the Company in accordance with its terms (except insofar as such enforceability may be
limited by applicable bankruptcy, insolvency, reorganization, moratorium or similar Laws affecting creditors' rights
generally, or by principles governing the availability of equitable remedies). As of immediately prior to the Effective Time,
each other Transaction Agreement to which the Company is a party will have been duly executed and delivered by the
Company and will, assuming the due authorization, execution and delivery by the other parties thereto, constitute a legal,
valid and binding agreement of the Company, enforceable against the Company in accordance with its terms (except insofar
as such enforceability may be limited by applicable bankruptcy, insolvency, reorganization, moratorium or similar Laws
affecting creditors' rights generally, or by principles governing the availability of equitable remedies).
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(c) Neither the execution and delivery by the Company of this Agreement and each other Transaction
Agreement to which the Company is, or as of the Effective Time will be, a party, nor the consummation by the Company of
the transactions contemplated hereby or thereby, or performance by the Company of any of the provisions hereof or thereof,
will (i) violate or conflict with any provision of the Company's certificate of incorporation or bylaws, (Q) assuming the
consents and approvals referred to in Section 6.3(d) below are obtained, result in a default (or an event that, with notice or
lapse of time or both, would become a default) or give rise to any right of termination by any third party, cancellation,
amendment or acceleration of any obligation or the loss of any benefit under, any Contract to which the Company or any of
the Company Subsidiaries is a party or by which the Company or any of the Company Subsidiaries is bound or affected,
() result in the creation of a Lien, pledge, security interest, claim or other encumbrance on any of the issued and outstanding
shares of Company Common Stock or on any of the assets of the Company or any of the Company Subsidiaries pursuant to
any Contract to which the Company or any of the Company Subsidiaries is a party or by which the Company or the Company
Subsidiaries is bound or affected, or (Q) assuming the consents and approvals contemplated by Section 6.3(d) below are
obtained, violate or conflict with any Order or Law applicable to the Company or any of the Company Subsidiaries, or any of
the properties, business or assets of any of the foregoing, other than, in the case of each of clauses (ii) through (iv), any such
violation, conflict, default, right, loss or Lien which would not reasonably be expected to have, individually or in the
aggregate, a Material Adverse Effect on the Company.

(d) Other than in connection with or in compliance with (i) the provisions of the DGCL, (Q) the Securities
Act, () the Exchange Act, (Q) the HSR Act, (_v) the Communications Act and applicable rules and regulations thereunder
and the FCC Rules, () the approvals set forth in Section 6.3(d) of the Company Disclosure Letter and (vii) the Requisite
Approval (collectively, the "Company Approvals"), no authorization, consent or approval of, or filing with, any
Governmental Authority is necessary for the consummation by the Company of the transactions contemplated by this
Agreement, except for such authorizations, consents, approvals or filings that, if not obtained or made, have not had and
would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on the
Company. Notwithstanding the foregoing, although the approvals set forth in Section 6.3(d) of the Company Disclosure
Letter constitute all those authorizations, consents, approvals and filings that the Company reasonably believes, as of the date
of this Agreement, are necessary to obtain or make prior to consummation of the transactions contemplated by this
Agreement, additional State Regulators or other Governmental Authorities not set forth in Section 6.3(d) of the Company
Disclosure Letter may require or seek to require the Company to obtain authorizations, consents or approvals, or make
filings, prior to consummation of the transactions contemplated by this Agreement, and if such additional authorizations,
consents, approval or filings are required, the Company's representations and warranties in this Section 6.3(d) shall not be
deemed to have failed to be true and correct on account of such requirement with respect to authorizations, consents,
approvals or filings not set forth in Section 6.3(d) of the Company Disclosure Letter.
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6.4 Company Reports and Financial Statements.

(H) The Company has previously made available to Spinco complete and correct copies of:

(i) the Company's Annual Report on Form 10-K filed with the SEC under the Exchange Act for the
year ended December 31, 2008, including the Company's audited consolidated balance sheet as of December 3 l,
2007 and 2008, and the related audited consolidated statements of operations, cash flows and stockholders' equity
for the fiscal years ended December 31, 2008, 2007 and 2006 (the "Company Financial Statements"),

(ii) the definitive proxy statement in respect of the Company's 2009 annual meeting of stocldiolders,
tiled by the Company with the SEC under the Exchange Act on April 6, 2009;

(iii) all current reports on Form 8-K (excluding any Form 8-K that is deemed "furnished" under the
Exchange Act) filed by the Company with the SEC under the Exchange Act since January 1, 2009 and prior to the
date hereof, and

(iv) each other form, report, schedule, registration statement and definitive proxy statement filed by
the Company or any of its Subsidiaries with the SEC since January 1, 2009 and prior to the date hereof (collectively,
and together with the items specified in clauses (i) through (iii) above, the "Company SEC Documents").
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(b) As of their respective filing dates (and if amended or superseded by a filing prior to the date of this
Agreement, then on the date of such filing), the Company SEC Documents complied in all material respects, and each other
form, report, schedule, registration statement and definitive proxy statement filed by the Company or any of its Subsidiaries
after the date hereof and prior to the Effective Time (the "Additional Company SEC Documents") will comply in all material
respects, with the requirements of the Securities Act or the Exchange Act, as the case may be, and, subject to the last sentence
of Section 6.8, none of such Company SEC Documents when filed contained, or will contain, an untrue statement of a
material fact or omitted, or will omit, to state a material fact required to be stated therein or necessary to make the statements
therein, in the light of the circumstances under which they were made, not misleading. The audited consolidated financial
statements and unaudited consolidated interim financial statements included in the Company SEC Documents and the
Additional Company SEC Documents (including any related notes and schedules) fairly present in all material respects, or
will fairly present in all material respects, the financial position of the Company and its consolidated Subsidiaries as of the
respective dates thereof and the results of operations and changes in cash flows, changes in stocldiolders' equity or other
information included therein for the respective periods or as of the respective dates then ended, in each case except as
otherwise noted therein and subject, in the case of unaudited interim statements, to normal year-end audit adjustments. The
Company Financial Statements and such other financial statements have been or will be prepared in accordance with GAAP,
consistently applied, except as otherwise noted therein. Since January 1, 2006, the Company has timely filed all reports,
registration statements and other filings required to be filed with the SEC under the rules and regulations of the SEC. Since
December 31 , 2008, the Company and the Company Subsidiaries have not incurred any liabilities or obligations that are of a
nature that would be required to be disclosed on a consolidated balance sheet prepared consistently with the Company
Financial Statements or in the notes thereto prepared in conformity with GAAP, other than liabilities or obligations that have
not had and would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on the
Company.

(c) The Company and the Company Subsidiaries have designed and maintain a system of internal controls
over financial reporting (as defined in Rules 13a-l5(f`) and l5d-15(f) of the Exchange Act) sufficient to provide reasonable
assurances regarding the reliability of financial reporting and the preparation of financial statements for external pulyuaca la
accordance with GAAP. The Company has designed and maintains disclosure controls and procedures (as defined in Rules
13a-15(e) and 15d-l5(e) of the Exchange Act) to ensure that material information required to be disclosed by the Company in
the reports that it files or submits under the Exchange Act is recorded, processed, summarized aha reported within the time
periods specified in the SEC's rules and regulations and is accumulated and communicated to the Company's management as
appropriate to allow timely decisions regarding required disclosure and to make the certifications of the principal executive
officer and principal financial officer of the Company required pursuant to Sections 302 and 906 of the Sarbanes-Oxley Act
of 2002, as amended (the "Sarbanes-Oxley Act").
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6.5 Absence of Certain Changes or Events. Except as specifically contemplated by this Agreement or the
other Transaction Agreements, since December 31, 2008, each of the Company and the Company Subsidiaries has conducted
its business in the ordinary course, consistent with past practice, and there has not been any state of facts, change,
development, event, effect, condition or occurrence that has had, or would reasonably be expected to have, individually or in
the aggregate, a Material Adverse Effect on the Company. From December 31, 2008 to the date hereof, none of the
Company or any of the Company Subsidiaries has taken any action or failed to take any action, which action or failure, as the
case may be, would constitute a breach of Section 7.1 if taken without the consent of Verizon and Spinco after the date
hereof.

6.6 Investigations. Litigation.

(a) There is no material investigation or review pending (or, to the Company's Knowledge, threatened) by any
Governmental Authority (including, for this purpose only, the Universal Service Administrative Company and any other
administrators designated by the FCC or a State Regulator) with respect to the Company or any of the Company Subsidiaries.

(b) There are no actions, suits, grievances, arbitrations, investigations or proceedings pending (or, to the
Company's Knowledge, threatened) against or affecting the Company or any of the Company Subsidiaries or any of their
respective properties at law or in equity before, and there are no Orders of any Governmental Authority, in each case, which
has had or would reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on the
Company.

6.7 Compliance with Laws. The Company and the Company Subsidiaries are and since January 1, 2006 have
been, in compliance with all, and have received no notice of any violation (as yet unremedied) of any, Laws applicable to the
Company, such Company Subsidiaries or any of their respective properties or assets, except where such non-compliance,
default or violation has not had, and would not reasonably be expected to have, individually or in the aggregate, a Material
Adverse Effect on the Company. Notwithstanding anything contained in this Section 6.7, no representation or warranty shall
be deemed to be made in this Section 6.7 in respect of environmental, Tax, employee benefits, labor or communications
Laws matters, which are the subject of the representations and warranties made in Sections 6.10, 6.11, 612, 6.13 and 6.15 of
this Agreement, respectively.

64

http://www.sec.gov/Archives/edgar/data/20520/000095015709000266/ex2- 1 .htm 7/14/2009



Page76 of 147

Table of Contents

6.8 Proxv_Staternent/Prospectus; Registration Statements. None of the information regarding the Company or
the Company Subsidiaries or the transactions contemplated by this Agreement provided by the Company specifically for
inclusion in, or incorporation by reference into, the Proxy Statement/Prospectus or the Registration Statements will, in the
case of the definitive Proxy Statement/Prospectus or any amendment or supplement thereto, at the time of the mailing of the
definitive Proxy Statement/Prospectus and any amendment or supplement thereto, and at the time of the Company
Stockholders Meeting, or, in the case of the Registration Statements, at the time such registration statement becomes
effective, at the time of the Company Stockholders Meeting (in the case of the Company Registration Statement), at the
Distribution Date and at the Effective Time, contain an untrue statement of a material fact or omit to state any material fact
required to be stated therein or necessary in order to make the statements therein, in the light of the circumstances under
which they are made, not misleading. The Company Registration Statement and the Proxy Statement/Prospectus will comply
in all material respects with the applicable provisions of the Securities Act and the Exchange Act and the rules and
regulations promulgated thereunder, except that no representation is made by the Company with respect to information
provided by Verizon or Spinco specifically for inclusion in, or incorporation by reference into, the Company Registration
Statement or the Proxy Statement/Prospectus,

6.9 Information Supplied. All documents that the Company is responsible for filing with any Governmental
Authority in connection with the transactions contemplated hereby or by any other Transaction Agreement will comply in all
material respects with the provisions of applicable Law. All information supplied or to be supplied by the Company in any
document, other than the Proxy Statement/Prospectus and the Registration Statements, which are addressed in Section 6.8,
tiled with any Governmental Authority in connection with the transactions contemplated hereby and by the other Transaction
Agreements will be, at the time of tiling, at the Distribution Date and at the Effective Time, true and correct in all material
respects.

6.10 Environmental Matters.

All material l-7"\'iff\"'"°"*al Permits required pursuant to any Environmental Law for operation of the
business of the Company (i)have been obtainedby the Company and the Company Subsidiaries and (L) are currently in full
force and effect. The Company and each of the Company Subsidiaries are in material compliance with all material
Environmental Permits requiredpursuant to any Environmental Law for operation of the business of the Company.

(n\\"'/

65

http://www.sec.gov/Archives/edgar/data/20520/000095015709000266/ex2_ 1 .him 7/14/2009



Page 77 of 147

Table of Coming

(b) To the Company's Knowledge, the Company and each of the Company Subsidiaries are, and at the
Effective Time will be, in material compliance with all applicable Environmental Laws with respect to the business of the
Company . To the Company's Knowledge, there are no events, conditions, circumstances, activities, practices or incidents
related to the business of the Company which have given, or would reasonably be likely to give, rise to any Environmental
Claim that has had or would reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on
the Company.

(c) There is no civil, criminal or administrative action, suit, demand, Environmental Claim, hearing, notice, or
demand letter, notice of violation, investigation or proceeding pending or, to the Company's Knowledge, threatened against
the Company or any of the Company Subsidiaries related to any Environmental Permit or any applicable Environmental Law
or any plan, order, decree, judgment, injunction, notice or demand letter issued, entered, promulgated or approved thereunder,
that has had or would reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on the
Company.

(d) To the Company's Knowledge, the Company and the Company Subsidiaries have not generated, stored,
used, emitted, discharged or disposed of any Hazardous Material except in material compliance with applicable
Environmental Law. To the Company's Knowledge, the Company and the Company Subsidiaries have made available to
Verizon for its review copies of those reports, audits, studies or analyses in their possession, custody or control that are
material to the representations made in this Section 6.10.

(e) The Company and each of the Company Subsidiaries (D have not, within the past seven years, received
any written request for information, and have not been notified that they are a potentially responsible party, under the
Comprehensive Environmental Response, Compensation or Liability Law and (Q) to the Company's Knowledge, have not,
within the past seven years, been, and are not reasonably expected to be, subject to liability for any Environmental Claim
arising under or pursuant to such Laws.
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6.11 Tax Matters.

(a) Except as would not, individually or in the aggregate, reasonably be expected to have a Material Adverse
Effect on the Company, (i) all Tax Returns relating to the Company and the Company Subsidiaries required to be filed have
been tiled, (Q) all such Tax Returns are true and correct in all respects as filed or have been subsequently amended to make
such Tax Returns true and correct and not further amended, (iii) all Taxes shown as due and payable on such Tax Returns,
and all Taxes (whether or not reflected on such Tax Returns) relating to the Company or any the Company Subsidiary
required to be paid, have been timely paid in full, (Q) all Taxes relating to the Company and the Company Subsidiaries for
any taxable period (or a portion thereof) beginning on or prior to the Closing Date (which are not yet due and payable) have
been properly accrued for in the books and records of the Company, and (y) the Company and the Company Subsidiaries
have duly and timely withheld all Taxes required to be withheld and such withheld Taxes have been either duly and timely
paid to the proper Taxing Authority or properly set aside in accounts for such purpose and will be duly and timely paid to the
proper Taxing Authority.

(b) No written agreement or other written document waiving or extending, or having the effect of waiving or
extending, the statute of limitations or the period of assessment or collection of any Taxes relating to the Company or any
Company Subsidiary, and no power of attorney with respect to any such Taxes, has been filed or entered into with any
Taxing Authority.

(c) (i) No audits or other administrative proceedings or proceedings before any Taxing Authority are
presently pending with regard to any Taxes or Tax Return of the Company or any Company Subsidiary, as to which any
Taxing Authority has asserted in writing any claim which, if adversely determined, would reasonably be expected to have,
individually or in the aggregate, a Material Adverse Effect on the Company, and (ii) no Taxing Authority is now asserting in
writing any deficiency or claim for Taxes or any adjustment to Taxes with respect to which the Company or any Company
Subsidiary may be liable with respect to income or other material Taxes which has not been fully paid or finally settled.

(d) Neither the Company nor any Company Subsidiary (i) is a party to or bound by or has any obligation
under any Tax separation, sharing or similar agreement or arrangement other than the Tax Sharing Agreement and the
Company Tax Sharing Agreement, (Q) is or has been a member of any consolidated, combined or unitary group for purposes
of filing Tax Returns or paying Taxes (other than a group of which the Company is the common parent corporation) or has
any potential liability for Taxes of another Person (other than the Company or any of the Company Subsidiaries under
Treasury Regulations § 1.1502-6) or (iii) has entered into a closing agreement pursuant to Section 7121 of the Code, or any
predecessor provision or any similar provision of state or local law.
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(e) None of the assets of the Company or any of the Company Subsidiaries is subject to any Tax lien (other
than liens for Taxes that are not yet due and payable).

(f) Section 6.11(t) of the Company Disclosure Letter lists, as of the date hereof, all foreign jurisdictions in
which the Company or any Company Subsidiary files a material Tax Return.

(g) Neither the Company nor any Company Subsidiary has agreed to make or is required to make any
adjustment for a taxable period ending after the Effective Time under Section 48 l(a) of the Code by reason of a change in
accounting method or otherwise, except where such adjustments have not had, and would not reasonably be expected to have,
individually or in the aggregate, a Material Adverse Effect on the Company.

(h) Neither the Company nor any Company Subsidiary has constituted either a "distributing corporation" or a
"controlled corporation" (within the meaning of Section 355(a)(1)(A) of the Code) in a distribution of stock qualifying for
tax-free treatment under Section 355 of the Code (i) in the two years prior to the date of this Agreement or (ii) in a
distribution that could otherwise constitute part of a "plan" or "series of related transactions" (within the meaning of Section
355(e) of the Code) in connection with the Merger.

(i) Neither the Company nor any of the Company Subsidiaries has taken or agreed to take any action that is
reasonably likely to (nor are any of them aware of any agreement, plan or other circumstance that would) prevent the Tax-
Free Status of the Transactions.

Q) Neither the Company nor any Company Subsidiary has engaged in any listed transaction, or any reportable
transaction the principal purpose of which was tax avoidance, within the meaning of Sections 6011, 6111 and 6112 of the
Code.
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6.12 Benefit Plans.

(a) Section 6. l2(a)(i)of the Company Disclosure Letter lists, as of the date hereof, each "employee benefit
plan" (as defined in Section 3(3) of ERISA), and all other benefit, bonus, incentive, deferred compensation, stock option (or
other equity-based compensation), severance, retention, change in control, welfare (including post-retirement medical and
life insurance), fringe benefit and similar plans, programs, policies and arrangements, whether or not subject to ERISA and
whether written or oral, sponsored, maintained or contributed to or required to be maintained or contributed to by the
Company or any of the Company Subsidiaries, or with respect to which any Person who is currently, has been or, prior to the
Effective Time, is expected to become, an employee of the Company or any of the Company Subsidiaries (collectively,
"Company Employees") is entitled to any benefit (the "Company Benefit Plans"), or with respect to which the Company or
any of the Company Subsidiaries has any liability. Section 6.l2(a)(ii) of the Company Disclosure Letter sets forth, as of the
date hereof, a complete and accurate list of each material employment, consulting, severance, change in control, retention,
termination or other material bilateral contract between any Company Employee, on the one hand, and the Company or any
Company Subsidiary, on the other hand, in each case, that is not a Company Benefit Plan (collectively, the "Company
Benefit Agreements"). With respect to each Company Benefit Plan and Company Benefit Agreement, the Company has
provided to Verizon complete and accurate copies of (A) such Company Benefit Plan or Company Benefit Agreement,
including any amendment thereto, (B) each trust, insurance, annuity or other funding contract related thereto, (C) the most
recent financial statements and actuarial or other valuation reports prepared with respect thereto and (D) the two most recent
annual reports on Form 5500 required to be filed with the IRS with respect thereto (if any).

(b) No material liability under Title IV (including Sections 4069 and 4212(c) of ERISA) or Section 302 of
ERISA, or Section 412 of the Code, has been incurred by the Company, any of the Company Subsidiaries or any ERISA
Affiliate of any of them, and no condition exists that would reasonably be expected to restlt in the Company, any of the
Company Subsidiaries or any ERISA Affiliate of any of them incurring any such liability, other than liability for premiums
due to the PBGC. The present value of accrued benefits under each Company Benefit Plan that is subject to Title IV of
ERISA, determined based upon the actuarial assumptions used for funding purposes in the most recent actuarial report
prepared by such plan's actuary with respect to such plan, did not exceed, as of its latest valuation date, the then current value
of the assets of such plan allocable to such accrued benefits.

(c) (Q No Company Benefit Plan is a "multiemployer plan," as defined in Section 3(37) of ERISA and
(Q) none of the Company, the Company Subsidiaries or any ERISA Affiliate of any of them has made or suffered a
"complete withdrawal" or a "partial withdrawal," as such terms are respectively defined in Sections 4203 and 4205 of
ERISA, the liability for which has not been satisfied in full.
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(d) Each Company Benefit Plan and Company Benefit Agreement has been operated and administered in all
material respects in accordance with its terms and applicable Law, including ERISA and the Code. All contributions and
premium payments required to be made with respect to any Company Benefit Plan or Company Benefit Agreement have
been timely made, except for any contributions in respect of benefits that have become due but that are not yet payable under
the terms of the applicable Company Benefit Plan or Company Benefit Agreement. Appropriate reserves or accruals have
been taken on the Company's financial statements in accordance with GAAP in respect of any unpaid liabilities incurred or
accrued under or in respect of any Company Benefit Plan or Company Benefit Agreement. There are no pending or, to the
Company's Knowledge, threatened claims by, on behalf of or against any of the Company Benefit Plans in effect as of the
date hereof or any Assets thereof, that, if adversely determined would reasonably be expected to have, individually or in the
aggregate, a Material Adverse Effect on the Company, and no matter is pending (other than routine qualification
determination filings, copies of which have been furnished to Verizon and Spinco or will be promptly furnished to Verizon
and Spinco when made) with respect to any of the Company Benefit Plans before the IRS, the United States Department of
Labor or the PB GC .

(e) Each Company Benefit Plan intended to be "qualified" within the meaning of Section 401(a) of the Code
is so qualified and the trusts maintained thereunder are exempt from taxation under Section 501(a) of the Code, each trust
maintained under any Company Benefit Plan intended to satisfy the requirements of Section 501(c)(9) of the Code has
satisfied such requirements and, in either such case, no event has occurred or condition is known to exist that would
reasonably be expected to have a material adverse effect on such tax-qualified status for any such Company Benefit Plan or
any such trust.

(f) No Company Benefit Plan or Company Benefit Agreement, and no contractual arrangements between the
Company and any third party, exists that could result in (i) the payment to any current, former or future director, officer,
stockholder or employee of the Company or any of the Company Subsidiaries, or of any entity the assets or capital stock of
which have been acquired by the Company or a Company Subsidiary, of any money or other property or benefits, (ii) the
acceleration of the time of payment or vesting, or trigger any funding, of any compensation or benefits under any Company
Benefit Pian or Company Benefit Agreement or (iii) the breach or violation of, default under or limitation on the Company's
right to amend, modify or terminate any Company Benefit Plan or Company Benefit Agreement, in each case as a result of
the consummation of the transactions contemplated by the Transaction Agreements whether or not (a) such payment,
acceleration or provision would constitute a "parachute payment" (within the meaning of Section 280G of the Code) or
(b) some other actionor event (including separation from service) would be required to cause such payment, acceleration or
provision to be triggered.
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6. 13 Labor Matters. Neither the Company nor any of the Company Subsidiaries is a party to, or bound by,
any collective bargaining agreement, employment agreement or other Contract, in each case, with a labor union or labor
organization and no such agreement is currently being negotiated. To the Company's Knowledge, as of the date hereof no
union organizing campaign is in progress with respect to the Company Employees. Except for such matters which have not
had, and would not reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on the
Company, (a) as of the date hereof, there are no strikes or lockouts with respect to Company Employees, (b) there is no unfair
labor practice, charges, complaint, labor dispute (other than routine individual grievances) or labor arbitration proceeding
pending or, to the Company's Knowledge, threatened against the Company or any of the Company Subsidiaries, (Q) there are
no actual or, to the Company's Knowledge, threatened claims, arbitrations, litigation or consent decrees relating to
employment Laws, terms and conditions of employment and wages and hours pertaining to employees of the Company or its
Subsidiaries or employment practices affecting such employees and (Q) the Company and the Company Subsidiaries are in
compliance with all applicable Laws respecting (i) employment and employment practices, (Q) terms and conditions of
employment and wages and hours, () collective bargaining and labor relations practices, (Q) layoffs, and
(m) immigration. As of the date hereof, neither the Company nor any of the Company Subsidiaries has any liabilities under
the WARN Act as a result of any action taken by the Company and that has had, or would reasonably be expected to have,
individually or in the aggregate, a Material Adverse Effect on the Company.

6.14 Intellectual Property.

(a) Section 6.l4(a) of the Company Disclosure Letter contains, as of the date hereof, a complete and accurate
list of all Statutory Intellectual Property owned by the Company or any of the Company Subsidiaries.

(b) Neither the Company nor any Company Subsidiaries has received since January 1, 2006 any written
charge, complaint, claim, demand or notice alleging any infringement, misappropriation or violation by the business of the
Company of (including any claim that the Company Subsidiaries conducting the business of the Company must license or
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(c) To the Company's Knowledge, there are no Liens on any Intellectual Property owned by the Company or
any of the Company Subsidiaries.

6.15 Communications Regulatory Matters.

(a) The Company and the Company Subsidiaries hold, and on the Distribution Date will hold, all permits,
licenses, franchises, waivers, orders, approvals, concessions, registrations and other authorizations issued or provided by the
FCC, the State Regulators or any other Governmental Authority relating to communications regulatory matters (including
multichannel video) under all Laws currently in effect that are necessary for the Company and/or the Company Subsidiaries
to own their respective assets or operate the applicable portion of the business of the Company as currently conducted
("Company Licenses"), except such Company Licenses the failure of which to so hold has not had and would not reasonably
be expected to have, individually or in the aggregate, a Material Adverse Effect on the Company. The Company has in full
force and effect, or will have in full force and effect as of the Closing Date, authority to provide non-facilities-based
international services between the U.S. and all permitted international points pursuant to 47 U,S.C. § 214 and 47 C.F.R. §
63.18.

(b) The Company and each of the Company Subsidiaries in the conduct of its business has complied since
January 1, 2006 with, and currently is not in violation of, any requirement of Law relating to communications regulatory
matters (including multichannel video) to which the Company or any of the Company Subsidiaries is subject, except to the
extent that any such non-compliance or violation has not resulted and would not reasonably be expected to result in any
burden, fine or consequence on the business of the Company. Without limiting the foregoing, there is not pending, nor to the
Company's Knowledge, threatened against the Company or any of the Company Subsidiaries any application, action,
petition, objection or other pleading, or any proceeding by or before the FCC or any State Regulators which questions or
contests the validity of, or any rights of the holder under, or seeks the non-renewal, revocation or suspension of any Company
License. Since January l, 2006, neither the Company nor any of the Company Subsidiaries has received written notice of an
investigation or review by any Governmental Authority (including, for this purpose only, the Universal Service
Administrative Company and any other administrators designated by the FCC or a State Regulator) relating to
communications regulatory matters (including multichannel video) with respect to a material violation by the Company or
any of the Company Subsidiaries of any requirement of Law, excluding any notice in respect of a matter that has been
withdrawn or resolved without the imposition of material penalties, burdens or fines. The Company (a) is capable of
providing local number portability in material compliance with 47 U.S.C. § 25l(b)(2) and the implementing rules of the
FCC, (b) complies in all material respects with the requirements of the CALEA, and (Q) is capable of providing 911 service
in material compliance with 47 U.S.C. § 25l(e)(3) and the implementing rules of the FCC and applicable state Laws of the
State Regulators.
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6.16 Mater_Lz;L§ontracts .

(a) Section 6. l6(a) of the Company Disclosure Letter sets forth, and the Company has made available to
Verizon true and complete copies of, all Company Material Contracts in effect as of the date of this Agreement. For
purposes of this Agreement, the term "Company Material Contracts" means any of the following Contracts (other than this
Agreement, each other Transaction Agreement, the Company Benefit Plans and the Company Benefit Agreements), whether
entered into prior to or after the date hereof, to which the Company or any Company Subsidiary is a party: (i) any "material
contract" (as defined in item 601(b)(l0) of Regulation S-K of the SEC), (Q) any non-competition agreement or any other
Contract that restricts in any material respect the conduct of any line of business, (Q) any partnership, joint venture or similar
Contract material to the business of the Company, and (iv) any Contract (other than Contracts relating to the Spinco Payment
Financing and the Spinco Securities) that will govern the terms of any Indebtedness (or guarantees thereof) of the Surviving
Corporation or any of its Subsidiaries after the Effective Time in excess of $50,000,000

(b) Assuming the accuracy of the representations and warranties of Verizon and Spinco in Section 5.17 and
compliance by Verizon and Spinco with Section 7.24, the Company represents that, as of the Closing Date, it will have the
capability to assume responsibility for all of the operations of the Spinco Business. The Company represents that as of the
Closing it will have the capability to deliver comparable products and services comprising the Spinco Business to customers
at service levels and at a quality no less favorable than those provided by the Contributing Companies in the Territory as of
immediately prior to the Closing.

(c) (D Neither the Company nor any Company Subsidiary is in breach of or default under the terms of any
Company Material Contract where such breach or default has had, or would reasonably be expected to have, individually or
in the aggregate, a Material Adverse Effecton the Company, (Q) to the Company's Knowledge, no other party to any
Company Material Contract is in breach of or in default under the terms of any Company Material Contract where such
breach or default has had, or would reasonably be expected to have, individually or in the aggregate, a Material Adverse
Effect on the Company and each Company Material Contract is a valid and binding obligation of the Company or any
Company Subsidiary which is a party thereto and, to the Company's Knowledge, of each other party thereto, and is in full
force and effect,except insofar as such enforceability may be limited by applicable bankruptcy, insolvency, reorganization,
moratorium or similar Laws affecting creditors' rights generally, or by principles governing the availability of equitable
remedies.
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6.17 Company Real Property.

(a) The Company or a Company Subsidiary has, in all material respects, good and valid and marketable title to
all of the Company Owned Real Property the loss of which would be material and adverse to the business of the Company
(such Company Owned Real Property, the "Material Company Owned Real Property"), free and clear of all encumbrances
other than Permitted Encumbrances. None of the Company or the Company Subsidiaries has leased or otherwise granted any
third party any right to use or occupy any of the Material Company Owned Real Property, and there are no outstanding
options, rights of refusal, rights of first offer or rights of reverter or other third party rights in any of the Material Company
Owned Real Property.

(b) With respect to leases and subleases of real property to which the Company or its Subsidiaries is a party,
(1) each is enforceable in accordance with its terns, except insofar as such enforceability may be limited by applicable
bankruptcy, insolvency, reorganization, moratorium or similar Laws affecting creditors' rights generally, or by principles
governing the availability of equitable remedies, (Q) there is no material default or material breach of a covenant by the
Company or any Company Subsidiaries, (LU) no event has occurred which with or without the giving of notice or lapse of
time, or both, would constitute such a material default or material breach and (Q) there has been no collateral assignment or
other security interest and they are not subject to any encumbrance other than Permitted Encumbrances.

6.18 Opinions of Company Financial Advisors. The Company has received the written opinion of each of
Citigroup Global Markets Inc. and Evermore Partners, to the effect that, as of the date thereof, and based upon and subject to
the assumptions and matters set forth therein, the AggregateMerger Consideration to be delivered by the Company in respect
of the Spinco Common Stock pursuant to the Merger Agreement is fair, from a financial point of view, to the Company and
the holders of Company Common Stock. The Company will deliver copies of such written opinions to Verizon promptly
upon receipt.
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6. 19 Brokers or Finders. Except with respect to the Persons set forth in Section 6. 18, no agent, broker,
investment banker, financial advisor or other similar Person is or will be entitled, by reason of any agreement, act or
statement by the Company, or any of the Company Subsidiaries, directors, officers or employees, to any financial advisory,
broker's, Finder's or similar fee or commission, to reimbursement of expenses or to indemnification or contribution in
connection with any of the transactions contemplated by this Agreement or any other Transaction Agreement. The material
terms of the engagement letters between each of the Company's Financial advisors and the Company have been provided to
Verizon.

6.20 Takeover Statutes. Other than Section 203 of the DGCL, no "fair price," "moratorium," "control share
acquisition," "business combination," "stockholder protection" or other similar anti-takeover statute or regulation enacted
under Delaware law, or, to the Company's Knowledge, under the law of any other jurisdiction, will apply to this Agreement,
the Merger or the transactions contemplated hereby or thereby, The action of the Board of Directors of the Company in
approving this Agreement and the transactions provided for herein is sufficient to render inapplicable to this Agreement, the
Merger and the transactions contemplated hereby or thereby and the transactions provided for herein, the restrictions on
"business combinations" (as defined in Section 203 of the DGCL) as set forth in Section 203 of the DGCL.

6.21 Certain Board Findings. The Board of Directors of the Company, at a meeting duly called and held,
Q) has determined that this Agreement and the transactions contemplated hereby, including the Merger, and the issuance of
shares of Company Common Stock pursuant to the Merger, are advisable, fair to and in the best interests of theCompany and
the stockholders of the Company, (Q) approved this Agreement and the transactions contemplated hereby, including the
Merger, and () has resolved to recommend that the stockholders of the Company entitled to vote thereon adopt this
Agreement at the Company Stockholders Meeting.

6.22 Vote Required. The only voteof the stockholders of the Company required under the DGCL, the NYSE
rules or the Company's certificate of incorporation for (a) adoption of this Agreement, (b) amendment of the Company's
certificate of incorporation to increase the number of authorized shares of Company Common Stock in connection with the
issuance of the Aggregate Merger Consideration and (c) the issuance of the Aggregate Merger Consideration is the
affirmative vote of the holders of a majority in voting power of all outstanding shares of Company Common Stock at the
Company Stockholders Meeting (collectively, the "Requisite Approval"). The consummation of the transactions
contemplated hereby have been approved by the Company's Board of Directors such that such consummation and the
issuance of shares of Company Common Stock in theMerger shall be exempted from the terms of the Rights Plan.
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6.23 Affiliate Transactions. There are no transactions or Contracts of the type required to be disclosed by the
Company under Item 404 of Regulation S-K between or among (a) the Company or any Company Subsidiary, on the one
hand, and (Q) any individual who is a "named executive officer" or director of the Company (as such term is defined in
Section 402 of Regulation S-K), on the other hand.

ARTICLE VII

COVENANTS AND AGREEMENTS

7.1 Conduct of Business by the Company Pending the Merger. Following the date of this Agreement and
prior to the earlier of the Effective Time and the date on which this Agreement is terminated pursuant to Section 9. 1, except
as may be consented to in writing by Verizon (which consent shall not be unreasonably withheld, conditioned or delayed) or
as expressly contemplated by a Transaction Agreement or as set forth in Section 7.1 of the Company Disclosure Letter, the
Company covenants and agrees that the Company and each of the Company Subsidiaries shall conduct its operations in
accordance with its ordinary course of business, consistent with past practice and in compliance with all Laws applicable to it
or to the conduct of its business, and use all commercially reasonable efforts to preserve intact its present business
organization, maintain rights and franchises, keep available the services of its current officers and key employees and
preserve its relationships with customers and vendors in such a manner that its goodwill and ongoing businesses would not
reasonably be anticipated to be impaired in any material respect. Following the date of this Agreement and prior to the
earlier of the Effective Time and the date on which this Agreement is terminated pursuant to Section 9.1 (and
notwithstanding the immediately preceding sentence) except (i) as may be required by Law or to comply with any Order
relating to the transactions contemplated hereby, (Q) as may be consented to in writing by Verizon (which consent shall not
be unreasonably withheld, conditioned or delayed, except in the case of clauses (a), (b) and (d) and, in respect of the
foregoing clauses, (p) of this Section 7.1, with respect to which such consent may be withheld in Verizon's sole discretion),
\/ as may be expressly contemplated by this Agreement or the other Transaction Agreements, or (iv) as set forth in
Section 7.1 of the Company Disclosure Letter, the Company shall not, nor shall it permit any of the Company Subsidiaries to:

(a) (i) declare or pay any dividends on or make other distributions in respect of any shares of its capital stock
or partnership interests (whether in cash, securities or property), except for the declaration and payment of (A) cash dividends
or distributions paid on or with respect to a class of capital stock or partnership interests all of which shares of capital stock
or partnership interests, as the case may be, of the applicable corporation or partnership are owned directly or indirectly by
the Company and (B) regular quarterly dividends on the Company Common Stock each quarter in an amount not to exceed
$0.25 per share at times consistent with the dividend payment practices of the Company in 2008 (including a final partial
regular quarterly dividend to the extent permitted under the Company Credit Agreements and paid from existing funds or
existing borrowing capacity, to be declared and paid to pre-Closing Company stockholders, pro rated for the number of days
elapsed between (x) the beginning of the quarterly period in which the Effective Time occurs and (y) the day immediately
preceding the Effective Time), (Q) split, combine or reclassify any of its capital stock or issue or authorize or propose the
issuance of any other securities in respect of, in lieu of, or in substitution for, shares of its capital stock, or (iN) redeem,
repurchase or otherwise acquire, or permit any Subsidiary to redeem, repurchase or otherwise acquire, any shares of its
capital stock (including any securities convertible or exchangeable into such capital stock), except (A) pursuant to the terms
of the securities outstanding on the date hereof or any securities issued after the date hereof not in violation of this Agreement
and (B) pursuant to the existing terms of a Company Benefit Plan or any awards thereunder outstanding on the date hereof or
granted thereunder after the date hereof in accordance with this Agreement, provided,however, that this Section 7. l(a) shall
not prohibit any such action effected pursuant to the Rights Plan,
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(b) issue, deliver or sell, or authorize any shares of its capital stock of any class, any Company Voting Debt or
any securities convertible into, or any rights, warrants or options to acquire, any such shares or other Company Voting Debt
or convertible securities, other than (i) pursuant to the Rights Plan, (Q) the issuance of shares of Company Common Stock
upon the exercise of stock options or the vesting of restricted stock units that are outstanding on the date hereof pursuant to
the Company Benefit Plans or granted after the date hereof pursuant to clause (iv) below, () issuances by a wholly-owned
Subsidiary of the Company of its capital stock to such Subsidiary's parent or another wholly-owned Subsidiary of the
Company, and (Q) the granting of stock options, or the granting of restricted stock units or restricted stock in the ordinary
course of business, consistent with the Company's past practices,provided that in no event shall the vesting and
exercisability of any such newly granted option, restricted stock unit or restricted stock accelerate or shall any additional
rights be conveyed with respect thereto on account of the transactions contemplated hereby,

(c) amend the Company's certificate of incorporation or bylaws (other than amend the Company's certificate
of incorporation to increase the number of authorized shares of Company Common Stock in connection with the issuance of
the Aggregate Merger Consideration), or amend any Company Subsidiary's certificate of incorporation or bylaws (or other
similar organizational documents) in any manner that would prevent or materially impair or delay the consummation of the
transactions contemplated by this Agreement,
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(d) acquire or agree to acquire by merger or consolidation, or by purchasing a substantial or controlling equity
interest in, or the assets of, or by any other manner, any business or any corporation, partnership, limited liability entity, joint
venture, association or other business organization or division or business unit thereof or otherwise acquire or agree to
acquire any assets (other than the acquisition of equipment and other assets used in the operations of the business of the
Company in the ordinary course consistent with past practice),

(e) sell, lease, license or otherwise encumber or subject to any Lien or otherwise dispose of, or agree to sell,
lease, license or otherwise encumber or subject to any Lien or otherwise dispose of, any of its assets (including capital stock
of Subsidiaries of the Company but excluding (i) surplus real property not used in telephone operations, (Q) inventory and
obsolete equipment, in each case, in the ordinary course of business consistent with past practice, () any Lien required to be
created pursuant to the Company Credit Agreements and (Q) Permitted Encumbrances),

(t) incur any Indebtedness or guarantee or otherwise become contingently liable for any Indebtedness or issue
or sell any debt securities or warrants or rights to acquire any debt securities of the Company or any of its Subsidiaries or
guarantee any debt securities of others or enter into any material Lease (whether such Lease is an operating or capital Lease)
or enter into any interest rate hedge, other than (i) the incurrence of Indebtedness under the Company Credit Agreements,
(Q) subject to clause (g) below, in order to refinance any Indebtedness of the Company or any of its Subsidiaries outstanding
as of the date hereof, provided that any such refinancing shall be unsecured and shall not include covenants or other terms
that would conflict with or preclude the Special Payment Financing or the Spinco Securities, (iii) pursuant to any customer
Contract, vendor Contract or real property Lease entered into in the ordinary course of business consistent with past practice,
() in connection with equipment leasing in the ordinary course of business, consistent with past practice and
(y) Indebtedness owed to the Company or any of its Subsidiaries,

(g) without limiting clause (D above, from and after March 1, 2010, offer or solicit or engage in any
discussion or negotiations concerning any potential issuance of debt securities by the Company or its Subsidiaries (or the
Slur vi vrng Corporation), or authorize any marketing of any potential issuance of debt securities other than the Special
Payment Financing and the issuance of the Spinco Securities,

(h) except in the ordinary course of business, consistent with past practice, incur or commit to capital
expenditures or obligations or liabilities in connection with any capital expenditure in the aggregate in excess of $l0,000,000,
other than (i) capital expenditures or obligations or liabilities in connection therewith to repair or replace facilities destroyed
or damaged due to casualty or accident (whether or not covered by insurance), (ii) as contemplated by the Company's 2009
capital expenditure budget, which is set forth in Section 7.1(h) of the Company Disclosure Letter, or the 2010 capital
expenditure budget, to the extent it is substantially similar in all material respects to the 2009 capital expenditure budget and
(iii) capital expenditures incurred in connection with integrating the Spinco Assets and the Spinco Business into the
Company and its business,provided that this Section 7.1(h) shall not permit any action otherwise prohibited by Section 7.1

(CI);
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(i) (i) other than in the ordinary course of business, consistent with past practice, Gr as required or
contemplated by a Company Benefit Plan or Company Benefit Agreement, grant any increases in the compensation of any of
its directors, officers or employees, (M) other than in the ordinary course of business, consistent with past practice, pay or
agree to pay to any director, officer or employee, whether past or present, any pension, retirement allowance, change in
control, severance or other employee benefit not required or contemplated by any Company Benefit Plan or Company Benefit
Agreement or any other existing benefit, severance, termination, pension or employment plans, Contracts or arrangements as
in effect on the date hereof or as adopted, entered into or amended in accordance with clause (iii) of this Section 7.l(i) after
the date hereof, () other than in the ordinary course of business, consistent with past practice, adopt or enter into any new,
or materially amend any, Company Benefit Plan or Company Benefit Agreement or any other employment or severance or
termination Contract with any director, officer or employee, (M) accelerate the vesting of, or the lapsing of restrictions with
respect to, any stock options or other stock-based compensation, or (y) other than as required or contemplated under the
terms of the applicable Company Benefit Plan, Company Benefit Agreement or collective bargaining agreement, or other
employee plan, agreement, Contract or arrangement (in each case, as in effect on the date hereof or as adopted, entered into
or amended in accordance with clause (iii) of this Section 7.l(i) after the date hereof), take any action to fund or in any other
way secure the payment of compensation or benefits under any Company Benefit Plan, Company Benefit Agreement or
collective bargaining agreement, or any other employee plan, agreement, Contract or arrangement,

(j) authorize, recommend, propose or announce an intention to adopt a plan of complete or partial liquidation
or dissolution of the Company or any of the Company Subsidiaries,

(k) make any material change in its methods of accounting in effect at December 31, 2008 or change its fiscal
year except for changes required by a change in GAAP or required by the auditors of the Company and the Company
Subsidiaries,
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(I) enter into or amend any agreement or arrangement with any Affiliate of the Company or any Company
Subsidiary (other than with wholly-owned Company Subsidiaries) on terms less favorable to the Company or such Company
Subsidiary, as the case may be, than could be reasonably expected to have been obtained with an unaffiliated third party on
an arm's-length basis,

(tn) except in the ordinary course of business, consistent with past practice, or as required by Law, modify,
amend or terminate any Company Material Contract to which the Company or any of the Company Subsidiaries is a party or
waive, release or assign any material rights or claims thereunder or enter into any Company Material Contract,

(n) except as would not be expected to materially and adversely affect the Company or any of its Affiliates or
the Surviving Corporation on a going-forward basis after the Effective Time, (1) make or rescind any material express or
deemed election relating to Taxes, including elections for any and all joint ventures, partnerships, limited liability companies
or other investments where the Company has the capacity to make such binding election, (Q) settle or compromise any
material claim, action, suit, litigation, proceeding, arbitration, investigation, audit or controversy relating to Taxes,
() amend any material Tax Returns or (iv) change in any material respect any of its methods of reporting income or
deductions for federal income tax purposes from those expected to be employed in the preparation of its federal income tax
return for the taxable year ending December 31, 2008 (unless such change is required by Law) ,

(o) pay, discharge or satisfy any material claims, liabilities or obligations (absolute, accrued, asserted or
unasserted, contingent or otherwise), except for the payment, discharge or satisfaction (which includes the payment of final
and unappeasable judgments) in the ordinary course of business, consistent with past practice, or in accordance with their
terms, of liabilities (x) reflected or reserved against in, or contemplated by, the most recent consolidated financial statements
(or the notes thereto) of the Company included in the Company's Annual Report on Form 10-K for the fiscal year ended
December 31, 2008, or (y) incurred in the ordinary course of business since the date of such Financial statements, or

(p) agree or commit to do any of the foregoing actions.

7.2 Conduct of Spinco Business Pending the Merger. Following the date of this Agreement and prior to the
earlier of the Effective Time and the date on which this Agreement is terminated pursuant to Section 9.1, except as may be
consented to in writing by the Company (which consent shall not be unreasonably withheld, conditioned or delayed) or as
expressly contemplated by a Transaction Agreement or as set forth in Section 7.2 of the Spinco Disclosure Letter, Verizon
and Spinco jointly and severally covenant and agree that Verizon and each of the Contributing Companies (in regard to the
Spinco Business only) and Spinco and each of the Spinco Subsidiaries shall conduct its operations in accordance with its
ordinary course of business, consistent with past practice and in compliance with all Laws applicable to it or to the conduct of
its business, and use all commercially reasonable efforts to preserve intact its present business organization, maintain rights
and franchises, keep available the services of its current officers and key employees and preserve its relationships with
customers and vendors in such a manner that its goodwill and ongoing businesses would not reasonably be anticipated to be
impaired in any material respect. Following the date of this Agreement and prior to the earlier of the Effective Time and the
date on which this Agreement is terminated pursuant to Section 9.1 (and notwithstanding the immediately preceding
sentence) except (i) as may be required by Law or to comply with any Order relating to the transactions contemplated hereby,
(Q) as may be consented to in writing by the Company (which consent shall not be unreasonably withheld, conditioned or
delayed, except in the case of clauses (a), (c) and (e) and, in respect of the foregoing clauses, (p) of this Section 7.2, with
respect to which such consent may be withheld in the Company's sole discretion), (Q) as may be expressly contemplated by
this Agreement or the other Transaction Agreements, (iv) as required to permit the ordinary course operation of Verizon's
cash management system prior to the Effective Time, including any distributions of cash in connection therewith, or (y) as set
forth in Section 7.2 of the Spinco Disclosure Letter, Spinco shall not, nor shall Verizon or Spinco permit any of the Spinco
Subsidiaries or, to the extent applicable, any of the Contributing Companies with respect to the Spinco Business to:

http://www.sec.gov/Archives/edgar/data/20520/00009501570900()266/ex2-1 .him 7/14/2009



Page 92 of 147

80

http://www.sec.gov/Archives/edgar/data/20520/000095015709000266/ex2- 1 .htm 7/14/2009



Page 93 of 147

Table of Contents

(a) issue, deliver or sell, or authorize any shares of Spinco's capital stock or other voting or convertible
securities or capital stock or other voting or convertible securities of any Spinco Subsidiary of any class, or any rights,
warrants or options to acquire, any such shares or securities (including additional options or other equity-based awards that
could be converted into any option to acquire Spinco Common Stock or the capital stock of any Spinco Subsidiary pursuant
to the Employee Matters Agreement or otherwise), other than (i) pursuant to this Agreement, pursuant to the Distribution
Agreement or required in connection with the Contribution and (Q) issuances by a wholly-owned Subsidiary of Spinco of its
capital stock to such Subsidiary's parent or another wholly-owned Subsidiary of Spinco,

(b) adopt any provision of, or otherwise amend, the certificate of incorporation or bylaws (or other similar
organizational documents) of Spinco or any Spinco Subsidiary in any manner that would prevent or materially impair or
delay the consummation of the transactions contemplated by this Agreement,
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(c) acquire or agree to acquire by merger or consolidation, or by purchasing a substantial or controlling equity
interest in, or the assets of, or by any other manner, any business or any corporation, partnership, limited liability entity, joint
venture, association or other business organization or division or business unit thereof or otherwise acquire or agree to
acquire any assets (other than the acquisition of equipment and other assets used in the operations of the Spinco Business in
the ordinary course consistent with past practice),

(d) sell, lease, license or otherwise encumber or subject to any Lien or otherwise dispose of, or agree to sell,
lease, license or otherwise encumber or subject to any Lien or otherwise dispose of, any of the assets that would constitute
Spinco Assets as of the Distribution Date (including capital stock of Spinco Subsidiaries but excluding (i) surplus real
property not used in telephone operations, (Q) inventory and obsolete equipment, in each case, in the ordinary course of
business consistent with past practice and (iii) Permitted Encumbrances),

(e) incur any Indebtedness or guarantee or otherwise become contingently liable for any Indebtedness or issue
or sell any debt securities or warrants or rights to acquire any debt securities of Spinco or any of its Subsidiaries or guarantee
any debt securities of others or enter into any material Lease (whether such Lease is an operating or capital Lease) or enter
into any interest rate hedge, other than (1) pursuant to any customer Contract, vendor Contract or real property Lease entered
into in the ordinary course of business consistent with past practice, (Q) in connection with equipment leasing in the ordinary
course of business consistent with past practice and (id) in connection with the Special Payment Financing and/or the
issuance of the Spinco Securities, as contemplated by the Distribution Agreement,

(f) except in the ordinary course of business, consistent with past practice, incur or commit to capital
expenditures or obligations or liabilities in connection with any capital expenditure in the aggregate in excess of $l0,000,000,
in each case, other than (i) capital expenditures or obligations or liabilities in connection therewith to repair or replace
facilities destroyed or damaged due to casualty or accident (whether or not covered by insurance) and (ii) as contemplated by
the 2009 capital expenditure budget of Verizon for the Spinco Business, which is set forth in Section 72(1) of the Spinco
Disclosure Letter, or the 2010 capital expenditure budget, to the extent it is substantially similar in all material respects to the
2009 capital expenditure budget (except as set forth in Section 7.2(f) of the Spinco Disclosure Letter),provided that this
Section 7.2(f) shall not permit any action otherwise prohibited by Section 7.2(c);
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(g) authorize, recommend, propose or announce an intention to adopt a plan of complete or partial liquidation
or dissolution of Spinco or any Spinco Subsidiary,

(h) (i) other than in the ordinary course of business, consistent with past practice, or as required or
contemplated by a Spinco Benefit Plan or Spinco Benefit Agreement, grant any increases in the compensation of any of its
directors, officers or employees, (Q) other than in the ordinary course of business, consistent with past practice, pay or agree
to pay to any director, officer or employee, whether past or present, any pension, retirement allowance, change in control,
severance or other employee benefit not required or contemplated by any Spinco Benefit Plan or Spinco Benefit Agreement
or any other existing benefit, severance, termination, pension or employment plans, Contracts or arrangements as in effect on
the date hereof or as adopted, entered into or amended in accordance with clause (iii) of this Section 7.2(h) after the date
hereof, () other than in the ordinary course of business, consistent with past practice, adopt or enter into any new, or
materially amend any, Spinco Benefit Plan or Spinco Benefit Agreement or any other employment, severance or termination
Contract with any director, officer or employee, (Q) accelerate the vesting of, or the lapsing of restrictions with respect to,
any stock options or other stock-based compensation, or (x) other than as required or contemplated under the terms of the
applicable Spinco Benefit Plan, Spinco Benefit Agreement or collective bargaining agreement, or other employee plan,
agreement, Contract or arrangement (in each case, as in effect on the date hereof or as adopted or entered into or amended in
accordance with clause (iii) of this Section 7.2(h) after the date hereof), take any action to fund or in any other way secure the
payment of compensation or benefits under any Spinco Benefit Plan, Spinco Benefit Agreement or collective bargaining
agreement, or any other employee plan, agreement, Contract or arrangement,

(i) other than in the ordinary course of business, consistent with past practice, establish, adopt, enter into,
terminate or amend any collective bargaining agreement, plan, trust, fund, policy or arrangement for the benefit of any
current or former directors, officers, employees or any of their beneficiaries, except, in each case, as contemplated by the
Employee Matters Agreement, as is necessary to comply with applicable Law, or as would not result in a material increase in
the cost of maintaining such collective bargaining agreement, plan, trust, fund, policy or arrangement,

(j) make any material change in Verizon's methods of accounting with respect to the Spinco Business in effect
on December 3 l, 2008 or change the fiscal year of the Spinco Business except for changes required by a change in GAAP or
required by the auditors of Verizon and the Verizon Subsidiaries,
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(k) except as would not be expected to materially and adversely affect Spinco or any of its Subsidiaries or the
Spinco Business, or the Surviving Corporation on a going-forward basis after the Effective Time, (i) make or rescind any
material express or deemed election relating to Taxes of Spinco or any of its Subsidiaries or the Spinco Business, including
elections for any and all joint ventures, partnerships, limited liability companies or other investments where Verizon or
Spinco has the capacity to make such binding election (other than any election necessary in order to obtain the IRS Ruling
and/or the Distribution Tax Opinion), (ii) settle or compromise any material claim, action, suit, litigation, proceeding,
arbitration, investigation, audit or controversy relating to Taxes of Spinco or any of its Subsidiaries or the Spinco Business,
() amend any material Tax Returns of Spinco or any of its Subsidiaries or relating to the Spinco Business or (Q) change in
any material respect any method of reporting income or deductions of Spinco or any of its Subsidiaries or the Spinco
Business for federal income tax purposes from those expected to be employed in the preparation of its federal income tax
return for the taxable year ending December 31, 2008 (unless such change is required by Law),

(1) pay, discharge or satisfy any material claims, liabilities or obligations (absolute, accrued, asserted or
unasserted, contingent or otherwise), except for the payment, discharge or satisfaction (which includes the payment of final
and unappeasable judgments) in Me ordinary course of business, consistent with past practice, or in accordance with their
terms, of liabilities (x) reflected or reserved against in, or contemplated by, the Spinco Financial Statements (or the notes
thereto) or (y) incurred in the ordinary course of business since the date of such Financial statements,

(m) enter into or amend any agreement or arrangement relating to the Spinco Business that would constitute a
Transferred Affiliate Arrangement and which constitutes a Spinco Asset or Spinco Liability with any Affiliate of Verizon or
any Verizon Subsidiary (other than Spinco or a Spinco Subsidiary), on terms less favorable to Spinco or such Spinco
Subsidiary, as the case may be, than could be reasonably expected to have been obtained with an unaffiliated third party on
an arm's-length basis,

(n) except in the ordinary course of business, consistent with past practice, or as required by Law, modify,
amend or fprrninafpnay Spinco Material Contract Up waive, release or assign any material rights or claims thereunder am cute.
into any Spinco Material Contract,

(o) amend the Distribution Agreement, or
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(p) agree to commit to take any of the foregoing actions.

7.3 Proxy StatemenUProspectus; Registration Statements.

(a) As promptly as practicable following the date hereof, the Company, Verizon and Spinco shall prepare, and
the Company shall file with the SEC, the Company Registration Statement, including the Proxy Statement/Prospectus with
respect to the transactions contemplated by this Agreement, and the Company shall use all commercially reasonable efforts to
have such Proxy Statement/Prospectus cleared by the SEC under the Exchange Act and the Company Registration Statement
declared effective by the SEC under the Securities Act, as promptly as practicable after such filings or at such other time as
Verizon, Spinco and the Company may agree, and

(b) As promptly as practicable after obtaining the Requisite Approval, if required under the Securities Act
and/or Exchange Act (or otherwise required by the SEC) Verizon, Spinco and the Company shall prepare, and Spinco shall
tile with the SEC, the Spinco Registration Statement and Spinco shall use all commercially reasonable efforts to have such
Spinco Registration Statement declared effective by the SEC under the Securities Act, as promptly as practicable after such
filings or at such other time as Verizon, Spinco and the Company may agree, but in any case prior to the Distribution Date.

(c) The Company shall, as promptly as practicable after receipt thereof, provide to Verizon copies of any
written comments and advise Verizon of any oral comments with respect to the Proxy Statement Prospectus and the
Company Registration Statement received from the SEC. Spinco shall, as promptly as practicable after receipt thereof,
provide to the Company copies of any written comments and advise the Company of any oral comments with respect to the
Spinco Registration Statement received from the SEC. All parties shall have the right to participate in conferences with die
SEC with respect to the Registration Statements.

(d) The Company shall provide Verizon with a reasonable opportunity to review and comment on any
amendment or supplement to the Proxy Statement/Prospxtus or Company Registration Statement prior to tiling the stunt:
with the SEC, and with a copy of all such filings made with the SEC. No amendment or supplement to the Proxy
Statement/Prospectus or the Company Registration Statement will be made by the Company without the approval of Verizon
(such approval not to be unreasonably withheld, conditioned or delayed). The Company will advise Verizon, promptly after
it receives notice thereof, of the time when the Company Registration Statement has become effective or any supplement or
amendment has been filed, of the issuance of any stop order,of the suspension of the qualification of the Company Common
Stock issuable in connection with theMerger for offering or sale in any jurisdiction, or of any request by the SEC for
amendment of the Proxy Statement/Prospectus or the Company Registration Statement or requests by the SEC for additional
information.
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(e) Spinco shall provide the Company with a reasonable opportunity to review and comment on any
amendment or supplement to any Spinco Registration Statement prior to filing the same with the SEC, and with a copy of all
such filings made with the SEC. No amendment or supplement to any Spinco Registration Statement will be made by Spinco
without the approval of the Company (such approval not to be unreasonably withheld, conditioned or delayed). Spinco will
advise the Company, promptly after it receives notice thereof, of the time when any Spinco Registration Statement has
become effective or any supplement or amendment has been filed, of the issuance of any stop order, of the suspension of the
qualification of the Spinco Common Stock issuable in connection with the Distribution for offering or sale in any
jurisdiction, or of any request by the SEC for amendment of the Spinco Registration Statement or requests by the SEC for
additional information.

(i) As promptly as practicable after the date on which the SEC shall clear (whether orally or in writing) the
Proxy Statement/Prospectus and, if required by the SEC as a condition to the mailing of the Proxy Statement/Prospectus, the
date on which the Company Registration Statement shall have been declared effective, the Company shall mail, or cause to
be mailed, the Proxy Statement/Prospectus to its stockholders.

(g) If, at any time prior to the Effective Time, any event or circumstance should occur that results in the Proxy
Statement/Prospectus or one or both of the Registration Statements containing an untrue statement of a material fact or
omitting to state any material fact required to be stated therein or necessary to make die statements therein, in light of the
circumstances under which they are made, not misleading, or that otherwise should be described in an amendment or
supplement to the Proxy Statement/Prospectus or one or both of the Registration Statements, Verizon and the Company shall
promptly notify each other of the occurrence of such event and then the applicable party shall promptly prepare, file and clear
with the SEC and, in the case of the Proxy Statement/Prospectus, mail, or cause to be mailed, to the Company's stockholders
each such amendment or supplement.

(h) Verizon and Spinco agree to promptly provide the Company with the information concerning Verizon,
Spinco and their respective Affiliates required to be included in the Proxy Statement/?rospectus and the Company
Registration Statement. In furtherance of the foregoing, Verizon and Spinco shall use all commercially reasonable efforts to,
or shall use all commercially reasonable efforts to cause their representatives to, furnish as promptly as practicable to the
Company such additional financial and operating data and other information concerning the Spinco Business as the Company
may reasonably request to complete the Proxy Statement/Prospectus and the Company Registration Statement in accordance
with the Securities Act and/or Exchange Act (including any financial statements required to be included therein).
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(i) The Company agrees to promptly provide Spinco with the information concerning the Company and its
Affiliates required to be included in the Spinco Registration Statement. In furtherance of the foregoing, the Company shall
use all commercially reasonable efforts to, or shall use all commercially reasonable efforts to cause its representatives to,
furnish as promptly as practicable to Spinco such additional financial and operating data and other information concerning
the business of the Company as Spinco may reasonably request to complete the Spinco Registration Statement in accordance
with the Securities Act and/or Exchange Act (including any financial statements required to be included therein).

7.4 Stockholders Meeting.

(a) As promptly as practicable following the date hereof and the date on which the SEC shall clear (whether
orally or in writing) the Proxy Statement/Prospectus and, if required by the SEC as a condition to the mailing of the Proxy
Statement/Prospectus, the Company Registration Statement shall have been declared effective, the Company shall call a
special meeting of its stockholders (the "Company Stocldiolders Meeting") to be held as promptly as practicable for the
purpose of voting upon (1) the adoption of this Agreement, (ii) the amendment of the Company's certificate of incorporation
to increase the number of authorized shares of Company Common Stock in connection with the issuance of the Aggregate
Merger Consideration and (Q) the issuance of shares of Company Common Stock pursuant to the Merger. This Agreement
shall be submitted for adoption to the stockholders of the Company at such special meeting. The Company shall deliver, or
cause to be delivered, to the Company's stockholders the Proxy Statement/Prospectus in definitive form in connection with
the Company Stockholders Meeting at the time and in the manner provided by the applicable provisions of the DGCL, the
Exchange Act and the Company's certificate of incorporation and bylaws and shall conduct the Company Stockholders
Meeting and the solicitation of proxies in connection therewith in compliance with such statutes, certificate of incorporation
and bylaws.

QSof

http://www.sec.gov/Archives/edgar/data/20520/000095015709000266/ex2-Lhtm 7/14/2009



Page 100 of 147

Table of Conteggg

(b) The Board of Directors of the Company shall recommend that the Company's stocldiolders vote in favor
of the items in Section 7.4(a)(i)-(iii) (the "Company Board Recommendation") and shall not withdraw, modify or qualify or
publicly propose to withdraw, modify or qualify, in any manner adverse to Verizon, the Company Board Recommendation,
including approving or recommending a Company Acquisition Proposal or a Company Superior Proposal or any other
alternative course of action (any such action, a "Change of Board Recommendation"), provided that the Board of Directors of
the Company may make a Change of Board Recommendation pursuant to and in conformity with Section 7. l1(c). For the
avoidance of doubt, the obligation of the Company to call and hold the Company Stockhofder Meeting for the purpose of
voting upon the items in Section 7.4(a)(i)-(iii) shall not be affected by a Change of Board Recommendation.

7.5 Efforts to Close. Subject to the terms and conditions of the applicable Transaction Agreement, each of the
parties agrees to use all commercially reasonable efforts to take, or cause to be taken, all actions and to do, or cause to be
done, all things necessary, proper or advisable to consummate and make effective in accordance with the terms of the
Transaction Agreements the transactions contemplated by the Transaction Agreements, including executing such documents,
instruments or conveyances of any land that may be reasonably necessary or advisable on the terms set forth herein to carry
out any of the transactions contemplated by the Transaction Agreements,provided, however, that such additional documents,
instruments and conveyances shall not (w) provide for additional representations or warranties, (4) impose additional
obligations or liabilities on any party, (y) delay the consummation of the transactions contemplated by this Agreement or (;)
be inconsistent with the express terms of any Transaction Agreement.

7.6 Regulatory Matters.

(a) Subject to the terms and conditions set forth in this Agreement, each of Verizon, Spinco and the Company
shall use all commercially reasonable efforts (subject to, and in accordance with, applicable Law) to take promptly, or cause
to be taken, all actions, and to do promptly, or cause tobedone, and to assist and cooperate with the other party in doing, all
things necessary, proper or advisable under applicable Laws and regulations to consummate and make effective the Merger
and the other transactions contemplated by this Agreement (including, subject to Section7.18, consummating the Special
Payment Financing), on the express terms set forth herein, including (i) the obtaining of all necessary actions, waivers,
consents and approvals from any Governmental Authority and the malting of all necessary registrations and filings and the
taldng of all steps as may be necessary to obtain an approval or waiver from, or to avoid an action or proceeding by, any
Governmental Authority, and (Q) the defending of any lawsuits or other legal proceedings, whether judicial or administrative,
challenging this Agreement or the consummation of the transactions contemplated by this Agreement.
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(b) Subject to the terms and conditions herein provided and without limiting the foregoing, each of Verizon,
Spinco and the Company shall (i) promptly (but in no event later than 60 days after the date hereof) tile all applications
requiring prior approval or other submissions required to be filed with (x) the FCC (the "FCC Applications"), except those
submissions addressed in Sections 7.6(i) below and 7.6(j), which shall be made as set forth in those Sections, and except
those applications that may be filed with the FCC for "immediate approval" under 47 C.F.R. Section l.948(j)(2) or for
approval that permits operation upon application under 47 C.F.R. Section 90. l59(c) and (y) the State Regulators in the states
listed in Section 4.2(c) of the Verizon Disclosure Letter and Section 6.3(d) of the Company Disclosure Letter (each, a "State
PUC Application"), in each case to effect the transfer of control of the Spinco Business and to cause such authorities to
permit consummation of each of the transactions contemplated hereby or by the Distribution Agreement, and respond as
promptly as practicable to any additional requests for information received from the FCC or any State Regulator or by any
party to a FCC Application or a State PUC Application, (ii) use all commercially reasonable efforts to cure not later than the
Effective Time any violations or defaults under any FCC Rules or rules of any State Regulator, (iii) use all commercially
reasonable efforts to cooperate with each other in (A) determining whether any filings are required to be made with, or
consents, permits, authorizations or approvals are required to be obtained from, any other Governmental Authorities in
connection with the execution and delivery of this Agreement and the consummation of the transactions contemplated hereby
and (B) timely making all such filings and timely seeking all such consents, permits, authorizations or approvals. Ail such
filings shall be joint filings, unless Verizon and the Company mutually agree otherwise.

(c) Each of the Company and Verizon shall use all commercially reasonable efforts to obtain the consents of
the FCC, the State Regulators in the states listed in Section 4.2(c) of the Verizon Disclosure Letter and Section 6.3(d) of the
Company Disclosure Letter, any other State Regulators or other Governmental Authorities relating to communications
regulatory matters (including multichannel video) that may require consents, permits, authorizations or approvals and any
local municipal and county franchise authorities with respect to video franchises, in each case as are required to effect the
transfer of control of the Spinco Business and permit the consummation of each of the transactions contemplated hereby or
by the Distribution Agreement (such consents collectively, the "Telecommunications Regulatory Consents"), and the parties
agree to cooperate fully with each other and with the applicable Governmental Authorities to obtain the Telecommunications
Regulatory Consents at the earliest practicable date. The Company and Verizon shall cooperate in seeking to demonstrate
that the transactions contemplated hereby meet all applicable regulatory standards (as they may be in effect from time to
time) and to obtain all Telecommunications Regulatory Consents without any changes or the imposition of any conditions or
restrictions, other than those (i) the Company may offer in its discretion in any application for an Order approving the
transactions contemplated hereby or in any related filing or testimony or (ii) that would not reasonably be expected to
constitute a Materially Adverse Regulatory Condition In the event any Governmental Authority imposes any such material
change, condition or restriction on the grant or receipt of any Telecommunications Regulatory Consents, each of the
Company and Verizon shall use all commercially reasonable efforts to seek modification or removal of such change,
condition or restriction.
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(d) Within 120 days after the date of this Agreement, or such other time as the parties may agree, the parties
will make such filings, if any, as may be required by the HSR Act with respect to the transactions contemplated by this
Agreement. Thereafter, the parties will file as promptly as practicable all reports or other documents required or requested by
the U.S. Federal Trade Commission or the U.S. Department of Justice pursuant to the HSR Act or otherwise, including
requests for additional information concerning such transactions, so that the waiting period specified in the HSR Act will
expire as soon as reasonably practicable after the execution and delivery of this Agreement. The Company shall pay all
application fees required in connection with any filings under the HSR Act.

(e) Verizon and the Company shall each cause their respective counsel to furnish the other party such
necessary information and reasonable assistance as the other may reasonably request in connection with its preparation of
necessary filings or submissions under the provisions of the HSR Act or with respect to any Telecommunications Regulatory
Consents.

(D Verizon and the Company shall each cause their respective counsel to supply to the other party copies of
all correspondence, filings or written communications by such party or its Affiliates with any Governmental Authority or
staff members thereof, with respect to the transactions contemplated by this Agreement and any related transactions, except
for documents filed pursuant to Item 4(c) of the Hart-Scott-Rodino Notification and Report Form or communications
regarding the same, and except for documents or information submitted in response to any request for additional information
or documents pursuant to the HSR Act which reveal Verizon's or the Company's negotiating objectives or strategies or
purchase price expectations.

(g) The parties shall use all commercially reasonable efforts to cooperate with each other in their
communications with any Governmental Authority and related parties, consultants and advisors relative to matters that relate
directly to or may affect the consummation of Merger or the transactions contemplated hereby. No party or its advisor shall
initiate communications, orally or in writing, with, or respond to any inquiry or request of, any Governmental Authority,
including the FCC, the U.S. Department of Justice, State Regulators, state attorney generals and local franchising authorities,
or any consumer advocate which is, or may reasonably be expected to be, a party to a proceeding before a Governmental
Authority, or any third-party consultant or advisor to any of the foregoing, regarding the Merger or the transactions
contemplated hereby, without providing the other party, when reasonably practicable, with reasonable advance notice of the
communication or response. If a Governmental Authority or any consumer advocate or any third-party consultant or advisor
to any of the foregoing initiates communications on matters that relate directly to or may affect the Merger or the transactions
contemplated hereby, the contents or substance of that communication shall be disclosed as promptly as practicable to the
other parties by providing a copy of any written communication and a summary of any oral communication.
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(h) If any objections are asserted with respect to the transactions contemplated hereby or the Transaction
Agreements under any Regulatory Law or if any suit is instituted (or threatened to be instituted) by any Governmental
Authority or any private party recommending or seeldng to deny the granting of any Telecommunications Regulatory
Consent or challenging any of the transactions contemplated hereby as violative of any Regulatory Law or otherwise, each of
the Company, Verizon and Spinco shall cooperate in all respects with the other and shall use all commercially reasonable
efforts to contest and resist any such action or proceeding and to have vacated, lifted, reversed or overturned any decree,
judgment, injunction or other order, whether temporary, preliminary or permanent, that is in effect and that prohibits,
prevents or restricts consummation of the transactions contemplated by this Agreement on the express terms contemplated
hereby and by the Transaction Agreements without any changes or the imposition of any conditions or restrictions, other than
those (i) the Company may offer in its discretion in any application for an order approving the transaction contemplated
hereby or in any related filing or testimony or (ii) that would not reasonably be expected to constitute a Materially Adverse
Regulatory Condition,provided, however, that the foregoing obligations shall not apply to a final Order of the FCC or any
State Regulators. Neither Verizon nor the Company shall settle any such action, suit or proceeding or fail to perfect on a .
timely basis any right to appeal any judgment rendered or order entered against such party therein without having previously
consulted with the other party. Notwithstanding the foregoing or any other provision of this Agreement, nothing in this
Section 7.6 shall limit a party's right to terminate this Agreement pursuant to Section 9.1 so long as such party has, prior to
such termination, complied in all respects with its obligations under this Section 7.6. For purposes of this Agreement,
"Regulatory Law" means the Sherman Antitrust Act, as amended, the Clayton Antitrust Act of 1914, as amended, the HSR
Act, the Federal Trade Commission Act of 1914, as amended, the Communications Act of 1934, as amended, and all other
federal, state or foreign, if any, statutes, rules, regulations, orders, decrees, administrative and judicial doctrines and other
Laws that relate to the granting of regulatory consents in respect of telecommunications matters or that are designed or
intended to prohibit, restrict or regulate actions having the purpose or effect of monopolization or restraint of trade or
lessening competition, whether in the communications industry or otherwise through merger or acquisition.
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(i) To the extent necessary to comply with state laws and regulations and FCC Rules, including those
prohibiting "slamming" as set forth in 47 C.F.R. Section 64. 1120, at least 60 days prior to the estimated Closing Date (as
reasonably estimated by the parties), (i) the Company shall, at its own expense, prepare and deliver to Verizon a draft notice
providing the information required by 47 C.F.R. Section 64.l120(e) addressed to the telecommunications customers of
Spinco and the Spinco Subsidiaries, after giving effect to the Contribution, it being understood that Verizon shall have the
opportunity to review and comment on the contents of such notice, and (Q) Verizon shall, at the Company's cost and expense
(which shall be a reimbursement of Verizon's out-of-pocket costs and expenses), cause such notice to be delivered to such
customers at least 30 days before the estimated Closing Date (as reasonably estimated by the parties) by a direct mailing or in
accordance with such method of notice and notification period that the FCC or State Regulators may order or
require. Verizon and/or Spinco will be responsible for preparing, distributing, and filing (at the Company's expense) any
notices relating to "discontinuance, reduction, or impairment" of service to the customers of Spinco and the Spinco
Subsidiaries after giving effect to the Contribution required by 47 CF,R. Sections 63.19 and 63.71.

(j) On or prior to the Closing Date, the Company, at its own expense, shall adopt (to the extent permitted by
State Regulators) the tariffs, price lists, schedules of rates, or other statements of terms and conditions, including special
customer arrangements, special assemblies, price flex arrangements, and individual customer-based arrangements of Verizon
and other Verizon Affiliates for telecommunications services, which are applicable in whole or in part in the Territory, are
effective under applicable Laws, and are in effect immediately prior to the Closing (collectively, the "Tariffs"). The
Company shall maintain the Tariffs in effect at least until the end of the service term specified in (D the Tariffs (to the extent
permitted by State Regulators), (Q) agreements implementing such Tariffs with customers served by Verizon's Affiliates
under retained Blended Customer Contracts and the agreements of customers who do not provide Third Party Consents under
this Agreement (each a "Specified Contract") and () agreements implementing such Tariffs with Persons who are Affiliates
of Verizon on or before the Closing Date, and any optional renewal term exercisable by customers which are party to a
Specified Contract or such Affiliates in such agreements or Tariffs. The Company further agrees that, to the extent such
Tariffs or agreements implementing such Tariffs contain rates and charges or other terms and conditions based on volume of
service, amount cf purchase or spend, or similar volume commitments by the customers which are party to a Specified
Contract or such Affiliates (the "Volume Commitrnents"), the Company will reduce such Volume Commitments pro-rata,
without a change in rates and charges or other terms and conditions under such Tariffs or agreements, to reflect the fact that
the customers who are party to a Specified Contract or such Affiliates may, after Closing, take service from both Verizon
Affiliates and the Company and not from Verizon Affiliates or the Company alone. The pro-rata reduction shall be equal to
or exceed the amount of the Volume Commitment provided by Verizon Affiliates after Closing. By way of example, and not
by limitation, if after Closing, such customer or Affiliate purchased 75% of a Volume Commitment from the Company and
25% of a Volume Commitment from Verizon Affiliates, then the Company would reduce the Volume Commitment by 25%
in affected Tariffs and agreements implementing such Tariffs. At its own expense, the Company shall make all filings and
take all other actions as may be required by applicable Laws to make the Tariffs and pro-rata reductions of Volume
Commitments adopted or made by the Company under this Section 7.60) legally effective not later than the Effective
Time. If the applicable State Regulators do not permit, in whole or in part, the adoption of such Tariffs by the Company or
the maintenance of such Tariffs during the service terms described above in this Section 7.6(j), then from and after the
Effective Time and through the date on which the Company would no longer have been required under this Section 7.60) to
maintain the applicable Tariffs had such State Regulators permitted their adoption, the Company will provide service terms,
rates and services equivalent to the applicable Tariffs, including reductions in Volume Commitments, by means and methods
acceptable to the applicable State Regulators.
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(k) In cases in which Verizon or any of its Affiliates is a party to a Contract with a competitive local exchange
carrier, a local exchange carrier, or an interexchange carrier for interconnection services within the Territory (collectively, the
"Verizon Interconnection Agreements"), Verizon and the Company agree that until Closing and for a period of six months
following the Closing Date, each of Verizon and the Company shall use all commercially reasonable efforts to facilitate the
negotiation of similar agreements or modifications to and assignments of the Verizon Interconnection Agreements that will
transfer the benefits and obligations of Verizon contained in such Verizon Interconnection Agreements to the Company after
Closing.

7.7 Employee Matters. Verizon, Spinco and the Company agree that throughout the internal restructurings
taken in contemplation of this Agreement, including the Internal Spinoffs and Internal Restructurings, the Contribution,
Distribution, and the Merger, the Spinco Business Employees shall maintain uninterrupted continuity of employment,
compensation and benefits, and, also for union-represented employees, unintelTupted continuity of representation for
purposes of collective bargaining and uninterrupted continuity of coverage under their collective bargaining agreements, in
each case as contemplated by and provided in the Employee Matters Agreement and other than as set forth in Section 2.3 of
the Distribution Agreement.
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7.8 Certain Third Party Consents.

(a) Verizon and Spinco shall use all commercially reasonable efforts to identify and obtain prior to the Closing
any material Verizon Third Party Consents necessary to be obtained to authorize, approve or permit the consummation of the
transactions contemplated by the Distribution Agreement or this Agreement. If such Verizon Third Party Consents have not
been obtained prior to the Closing, Verizon and the Surviving Corporation shall use all commercially reasonable efforts
thereafter to obtain such Verizon Third Party Consents within six months following the Closing Date,provided, however,
that any consent costs or other considerations to be paid by Verizon and the Company (or, for periods following the Closing,
the Surviving Corporation) to obtain Verizon Third Party Consents sought pursuant to this Section 7.8(a) and Verizon IP
Consents sought pursuant to Section 7.8(b), together with costs associated with the separation of any Blended Customer
Contract as provided in Section 7.8(e), shall be home by the parties as provided in Section 7.8(a) of the Verizon Disclosure
Letter,provided further, however, that (x) such limitation shall not apply to any tiling, recordation or similar fees payable to
any Governmental Authority, which tiling, recordation or similar fees shall be shared equally between Verizon, on the one
hand, and the Company or the Surviving Corporation, on the other hand, and (y) such calculation of amounts for which the
parties have agreed to share shall exclude any amounts payable by the Surviving Corporation pursuant to the Software
License Agreement.

(b) Promptly following the date hereof and, if the Closing occurs, for a period of six months following the
Closing Date, Verizon shall use, and shall cause its Affiliates to use, all commercially reasonable efforts, in cooperation with
the Company or the Surviving Corporation, to identify and thereafter obtain Verizon IP Consents. The parties shall bear the
costs of obtaining any Verizon IP Consent (collectively, the "Verizon IP Consent Costs") as provided in Section 7.8(a) of the
Verizon Disclosure Letter. For the avoidance of doubt, (i) Verizon IP Consents shall include any authorization, approval,
consent, waiver or replacement license of a third Person required to permit the Surviving Corporation and its Subsidiaries, as
applicable, to retain rights after the Closing to any material Network Element Software that is made available to one or more
Contributing Companies pursuant to a Retained Contract and (Q) except to the extent provided otherwise in Section 7.8(a) of
the Verizon Disclosure Letter, Verizon IP Consent Costs shall not include the easts attributable to obtaining for the benefit of
the Surviving Corporation or its Subsidiaries any upgrade or maintenance, support or other service used or useful in the
operation of material Network Element Software following the Closing or the costs attributable to any licenses under Verizon
Third Party Intellectual Property required to receive and use services pursuant to the Software License Agreement.
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(c) Notwithstanding anything to the contrary contained herein, but subject to the obligations set forth in this
Section 7.8(a) and, with respect to the circumstances described in the first sentence of Section 7.8(f), to the provisions of
Section 7.8(f), to the extent any Verizon Third Party Consent or Verizon IP Consent is required in connection with the
consummation of the transactions contemplated by die Distribution Agreement or this Agreement and such Verizon Third
Party Consent or Verizon IP Consent is not received at or prior to the Closing, then, (i) if applicable, the Contract that is the
subject of such Verizon Third Party Consent shall not be assigned in the Contribution and (Q) if applicable, to the extent any
such Contract requiring a Verizon Third Party Consent may only be enjoyed by Verizon or an Affiliate of Verizon, such
Contract shall be transferred to Verizon or another Affiliate of Verizon, and Verizon agrees in each case to use all
commercially reasonable efforts to make the benefits of any such Contract available to the Surviving Corporation for the
remaining term thereof (it being understood that Verizon shall not be obligated to renew or extend any such Contract other
than those that are up for renewal or extension within six months following the Closing Date) and its Subsidiaries following
the Closing Date, subject to (x) the assumption of obligations in respect of such Contract (to the extent such obligations relate
to or arise from the benefits of such Contract that have been made available to the Surviving Corporation and its Subsidiaries)
by the Surviving Corporation and its Subsidiaries and (y) the limitations on required payments set forth in Sections 7.8(a) and
'7.8(b).

(d) Verizon shall use all commercially reasonable efforts to deliver to the Company within 60 days of the date
hereof (i) a list of all third parties who are counterparties to a Retained Contract and which Verizon reasonably believes were
paid an aggregate of $250,000 or more in calendar year 2008 by Verizon or its Subsidiaries as indicated in the accounts
payable system of Verizon in respect of such Contract and (Q) to the extent not prohibited pursuant to confidentiality
obligations contained in any such Contract, either (4) a copy of such Contract (if such Contract is in writing) or (Q) a
description of the products/services which are the subject of the Contract.

(e) with respect to Blended Customer Contracts, Verizon and the Company will use all commercially
reasonable efforts to obtain prior to the Closing or, if not obtained, will use all commercially reasonable efforts to obtain
within six months following the Closing Date, from the counterparty to each Blended Customer Contract any needed consent
to separate the portion of such Contract that relates to the goods or services purchased from or supplied to theSpinco
Business under such Blended Customer Contract, it being agreed that Verizon and the Company shall not be required to grant
any consideration to any counterparty to such a Blended Customer Contract except to the extent of any consent costs that are
included in the amounts for which Verizon has agreed to be responsible pursuant to Section 7.8(a). The Contract constituting
the separated portion of any Blended Customer Contract that relates to the Spinco Business as described in the preceding
sentence shall be assumed by and become the responsibility of Spinco (or the Surviving Corporation to the extent it is
separated following the Closing).

95

http://www.sec.gov/Archives/edgar/data/20520/000095015709000266/ex2- 1 .htm 7/14/2009



Page 108 of 147

Table of Qnntents

(t) With respect to (x) any Contract associated with a Retained Customer Account, (y) any failure to assign
any customer Contract that would have been assigned in the Contribution as a Spinco Asset but for the failure to obtain a
Verizon Third Party Consent or (z) any failure to assume any Blended Customer Contract that would have been assumed in
part by Spinco pursuant to Section7.8(e) but for the failure of the counterparty toconsent to such assumption, then (i) to the
extent such Contract involves the provision to the customer thereunder of ILEC services that are a part of the Spinco
Business, Verizon shall use the Surviving Corporation and its Subsidiaries succeeding to the Spinco Business to provide such
services to such customer subject to the rights, if any, of such customer under such Contract to consent thereto and (Q) to the
extent such Contract involves the provision to the customer thereunder of non-ILEC services, Verizon shall continue to
provide such services to such customer in accordance with such Contract. With respect to ILEC services delivered by the
Surviving Corporation and its Subsidiaries in respect of such Contracts, Verizon shall either (A) remit to the Surviving
Corporation amounts received from the applicable customers in accordance with the applicable Tariff (which the Surviving
Corporation shall have mirrored in accordance with Section 7.6(j)) or, if applicable, in accordance with Section7.6(j), in each
case including as to payment terms or (8) make payment to the Surviving Corporation in accordance with the terms of the
applicable Transferred Affiliate Arrangement, including as to payment terms. With respect to non~lLEC services and ILEC
services delivered by Verizon or its Subsidiaries under such Contracts without the assistance of the Surviving Corporation or
its Subsidiaries, Verizon shall remit to the Surviving Corporation its net amounts received (after payment of third party costs
and any applicable taxes) in respect of the delivery of such services to such customers, which payment shall be made by
Verizon promptly after its receipt of such revenues and in any event no later than 45 days thereafter. The provisions of this
Section 7.8(f) shall exclusively govern the circumstances described in the first sentence hereof, notwithstanding any other
provision of this Agreement or the Distribution Agreement.

(g) Verizon will use all commercially reasonable efforts to identify to the Company prior to the Closing any
Verizon Guarantees (as defined in the Distribution Agreement) and any Spinco Guarantees (as defined in the Distribution
Agreement).
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(h) Within ninety days of the date hereof, Verizon shall deliver to Company, to the best of its knowledge after
reasonable diligence, a complete and accurate list, as of the date of delivery of such list, of all Third Party Software (as
defined in the Software License Agreement and the FiOS Software License Agreement) used in or with the Software (as
defined in the Software License Agreement), the FS Software (as defined in the FiOS Software License Agreement), and
other material Third Party Software. Such list shall include the name of the vendor/supplier of each such item of Third Party
Software, the type of license (e.g., facilities based, seat, location based, etc.), and a good faith estimate of the license fees for
each such item of Third Party Software on such list. Verizon shall update the list promptly if any additional Third Party
Software is used as described above at any time after the delivery of the initial list and prior to the Closing. Prior to the
Closing, Verizon shall cooperate with Company as reasonably requested by Company in obtaining licenses to such Third
Party Software, including by waiving any provisions in its agreements with the vendors/suppliers of the Third Party Software
that would prohibit such vendors/suppliers from licensing such software to Company or its Affiliates.

(i) The Parties covenant to work in good faith to complete Schedule A of the Software License Agreement
within 30 days of the date hereof. Schedule A shall include (1) a description of the services to be performed, (2) the Software
to which such services shall be applied, and (3) a breakdown of the Annual Maintenance Fee (as defined in the Software
License Agreement) by each portion of Software. Verizon shall update the list promptly if any additional Maintenance
Services (as defined in the Software License Agreement) become applicable to the Software or the FS Software, respectively,
as each is used in the Spinco Business and the Spinco FS Business (as defined in the FiOS Software License Agreement) at
any time after the delivery of the initial list and prior to the Closing.

7.9 Tax Matters.

(a) As soon as reasonably practicable after the date of this Agreement, Verizon and the Company, as to
matters germane to the Merger, shall submit to the IRS a request (the "Ruling Request") for (i) the IRS Ruling, and (Q) any
other ruling in connection with the Contribution, the Distribution or the Merger that Verizon, in consultation with the
Company, deems to be appropriate. The initial Ruling Request and any supplemental materials submitted to the IRS relating
thereto (each, an "IRS Submission") shall be prepared by Verizon. Verizon shall provide the Company with a reasonable
opportunity to review and comment on each IRS Submission prior to the filing of such IRS Submission with the IRS as
contemplated by Section 10.01(b) of the Tax Sharing Agreement;provided that Verizon may redact from any IRS
Submission any information ("Redactable Information") dirt (A) Verizon, in its good faith judgment, considers to be
confidential and not germane to the Company's or Spinco's obligations under this Agreement or any of the other Transaction
Agreements, and (8) is not a part of any other publicly available information, including any non-confidential tiling.
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(b) Verizon shall provide the Company with copies of each IRS Submission as filed with the IRS promptly
following the filing thereof, provided that Verizon may redact any Redactable Information from the IRS Submission. Each
of Verizon, Spinco and the Company agrees to use all commercially reasonable efforts to obtain the IRS Ruling and the other
rulings set forth in the Ruling Request, including providing such appropriate information and representations as the IRS shall
require in connection with the Ruling Request and any IRS Submissions. Solely for the avoidance of doubt, nothing in this
Section 7.9(b) shall provide grounds for Verizon, Spinco or the Company to alter any obligation or limitation imposed upon
it under this Agreement.

(c) Each of Verizon, Spinco and the Company agrees to use all commercially reasonable efforts to obtain the
Distribution Tax Opinion. The Distribution Tax Opinion shall be based upon the IRS Ruling, any other rulings issued by the
IRS in connection with the Ruling Request, and customary representations and covenants, including those contained in
certificates of Verizon, Spinco, the Company and others, reasonably satisfactory in form and substance to Verizon Tax
Counsel (such representations and covenants, the "Distribution Tax Representations"). Each of Verizon, Spinco and the
Company shall deliver to Verizon Tax Counsel, for purposes of the Distribution Tax Opinion, the Distribution Tax
Representations.

(d) Verizon and Spinco, on the one hand, and the Company, on the other hand, shall cooperate with each other
in obtaining, and shall use all their respective commercially reasonable efforts to obtain, a written opinion of their respective
tax counsel, Company Tax Counsel, in the case of the Company, and Verizon Tax Counsel, in thecase of Verizon and
Spinco, in form and substance reasonably satisfactory to the Company and Verizon, respectively (each such opinion, a
"Merger Tax Opinion"), dated as of the Effective Time, to the effect that, on the basis of facts, representations and
assumptions set forth in such opinion, the Merger will be treated as a tax-free reorganization within the meaning of
Section 368(a) of the Code, and no gain or loss will be recognized by Spinco or its stockholders (except to the extent of cash
in lieu of fractional share interests) in the Merger. Each of theCompany, Verizon and Spinco shall deliver to Company Tax
Counsel and Verizon Tax Counsel for purposes of the Merger Tax Opinions customary representations and covenants,
including those contained in certificates of the Company, Verizon, Spinco and osiers, reasonably satisfactory in form and
substance to Company Tax Counsel and Verizon Tax Counsel.
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(e) Prior to the Effective Time, each of Verizon, Spinco and the Company agrees to use all commercially
reasonable efforts to cause the Tax-Free Status of the Transactions.

7.10 Access to Information. Upon reasonable notice, each of Verizon, Spinco and the Company shall, subject
to applicable Law, afford to each other and ro each other's respective officers, employees, accountants, counsel and other
authorized representatives, reasonable access during normal business hours, from the date hereof through to the date which is
the earlier of the Effective Time or the date on which this Agreement is terminated pursuant to Section 9. 1, to its and its
Subsidiaries' officers, employees, accountants, consultants, representatives, plants, properties, Contracts (other than Retained
Contracts), commitments, books, records (including Tax Returns) and any report, schedule or other document tiled or
received by it pursuant to the requirements of the federal or state securities laws, and shall use all commercially reasonable
efforts to cause its respective representatives to furnish promptly to the others such additional financial and operating data
and other information in its possession, as to its and its Subsidiaries' respective businesses and properties as the others or
their respective duly authorized representatives, as the case may be, may reasonably request, it being understood that in no
event will any party be required to provide access to its accountants' work papers or to customers proprietary network
information (other than as the parties may mutually agree in a separate written agreement and, with respect to customer
proprietary network information, to the extent permitted by the FCC Rules) and, in the case of Spinco and Verizon, the
foregoing obligations will be limited to information regarding the Spinco Business.

7.11 No Solicitation.

(a) Except as set forth in Sections 7.1 l(b) through (d) hereof, the Company agrees that, following the date of
this Agreement and prior to the earlier of the Effective Time or the date on which this Agreement is terminated pursuant to
Section 9. 1, neither it nor any Company Subsidiary shall, and that it shall use all commercially reasonable efforts to cause its
and each of the Company Subsidiary's officers, directors, employees, advisors and agents not to, directly or indirectly,
(i) knowingly solicit, initiate or encourage any inquiry or proposal that constitutes or could reasonably be expected to lead to
a Company Acquisition Proposal, (Q) provide any non-public information or data to any Person relating to or in connection
with a Company Acquisition Proposal, engage in any discussions or negotiations concerning a Company Acquisition
Proposal, or otherwise knowingly facilitate any effort or attempt to make or implement a Company Acquisition Proposal,
() approve, recommend, agree to or accept, or propose publicly to approve, recommend, agree to or accept, any Company
Acquisition Proposal, or (Q) approve, recommend, agree to or accept, or propose to approve, recommend, agree to or accept,
or execute or enter into, any letter of intent, agreement in principle, merger agreement, acquisition agreement, option
agreement or other similar agreement related to any Company Acquisition Proposal. Without limiting the foregoing, any
violation of the restrictions set forth in the preceding sentence by any of the Company Subsidiaries or any of the Company's
or the Company Subsidiaries' officers, directors, employees, agents or representatives (including any investment banker,
attorney or accountant retained by the Company or the Company Subsidiaries) shall be a breach of this Section 7.1 l(a) by the
Company. The Company agrees that it will immediately cease and cause to be terminated any existing activities, discussions
or negotiations with any Persons conducted heretofore with respect to any Company Acquisition Proposal (except with
respect to the transactions contemplated by this Agreement).
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(b) Nothing contained in this Agreement shall prevent the Company or the Company's Board of Directors
from, prior ro the receipt of the Requisite Approval, engaging in any discussions or negotiations with, or providing any non-
public information to, any Person, if and only to the extent that (i) the Company receives from such Person a bona fide
Company Superior Proposal or a Company Acquisition Proposal that the Company's Board of Directors determines in good
faith (after consultation with a financial advisor of nationally recognized reputation) would reasonably be expected to lead to
a Company Superior Proposal and in either case that was not solicited after the date of this Agreement, (Q) the Company's
Board of Directors determines in good faith (after consultation with its legal advisors) that its failure to do so would
reasonably be expected to result in a breach of the Board of Directors' fiduciary duties under applicable Law, () prior to
providing any information or data to any Person in connection with a proposal by any such Person, such information has been
provided to Verizon (or is provided to Verizon at the same time it is provided to such Person, to the extent not previously
provided or made available to Verizon) and (Q) prior to providing any non-public information or data to any Person or
entering into discussions or negotiations with any Person, the Company's Board of Directors notifies Verizon promptly of
any such inquiry, proposal or offer received by, any such information requested from, or any such discussions or negotiations
sought to be initiated or continued with, the Company, any Company Subsidiary or any of their officers, directors,
employees, advisors and agents after the date of this Agreement indicating, in connection with such notice, the material terms
and conditions of the Company Acquisition Proposal and the identity of the Person malting such Company Acquisition
Proposal. The Company agrees that it shall keep Verizon reasonably informed, on a reasonably prompt basis (and in any
event within 24 hours following receipt of any Company Acquisition Proposal or any changes thereto), of the status and
material terms of any such proposals or offers, any changes thereto, and the status of any such discussions or negotiations and
will notify Verizon promptly of any determination by the Company's Board of Directors that a Company Superior Proposal
has been made. For purposes of this Agreement, a "Company Superior Proposal" means any proposal or offer' inane by a
third party to acquire, directly or indirectly, by merger, consolidation or otherwise, for consideration consisting of cash and/or
securities, at least a majority of the shares of the Company Common Stock then outstanding or all or substantially all of the
assets of the Company and the Company Subsidiaries and otherwise on terms which the Board of Directors of the Company
(after consultation with its legal and financial advisors) determines in its good faith judgment to be more favorable to the
Company's stockholders than the Merger (taking into recount all of the terms and conditions of such proposal and of this
Agreement as well as any other factors deemed relevant by the Board of Directors of the Company) and reasonably capable
of being consummated on the terms so proposed, taking into account all financial, regulatory, legal and other aspects of such
proposal.
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(c) Notwithstanding anything to the contrary contained herein, but subject to compliance with this Section
7.11(c), prior to the receipt of the Requisite Approval, the Board of Directors of the Company may, if it concludes in good
faith (after consultation with its legal advisors) that failure to do so would reasonably be expected (taking into account any
new or revised proposals made by Verizon) to result in a breach of its fiduciary duties under applicable Law, effect a Change
of Board Recommendation, but only if:

(i) the Company shall have provided prior written notice to Verizon of its intention to take any such
action at least five Business Days in advance of taking such action (the "Notice Period"), which notice shall specify
(A) if such Change of Board Recommendation is not being made as a result of a Company Superior Proposal, the
Board of Directors' reasons for taking such action, and (B) if such Change of Board Recommendation is being made
as a result of a Company Superior Proposal, or involves the recommendation of a Company Superior Proposal, the
material terms and conditions of any such Company Superior Proposal (including the identity of the party making
such Company Superior Proposal), and

(ii) prior to effecting such Change of Board Recommendation or recommending such Company
Superior Proposal the Company shall provide Verizon the opportunity to submit an amended written proposal or to
make a new written proposal to the Board of Directors of the Company during the Notice Period.

In the event of any material revisions to the Company Superior Proposal, the Company shall be required to deliver a new
written notice to Verizon and to comply with the requirements of this Section 7. 1 l(c) with respect to such new written notice
except that the Notice Period shall be reduced to two Business Days.
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(d) Nothing in this Agreement shall prohibit the Company from taking and disclosing to its stockholders a
position contemplated by Rule 14d-9 and Rule l4e-2(a) promulgated under the Exchange Act or from making any disclosure
to the Company stockholders if, in the good faith judgment of the Board of Directors of the Company (after consultation with
its legal advisors), it is required to do so in order to comply with its fiduciary duties to the Company's stockholders under
applicable Law,provided, however, that any disclosure other than a "stop, look and listen" or similar communication of the
type contemplated by Rule 14d-9(f) under the Exchange Act, unless accompanied by an express rejection of any applicable
Company Acquisition Proposal or an express reaffirmation of the Company Board Recommendation, shall be deemed to be a
Change of Board Recommendation subject to Section 7.1 l.

7.12 Director and Officer Matters.

(a) From and after the date hereof, the Company, the Surviving Corporation and their respective Subsidiaries
shall provide such cooperation and assistance as Verizon may reasonably request to enable, if Verizon so chooses, Verizon or
a Subsidiary thereof to maintain following the Closing, at Verizon's expense, directors' and officers' liability insurance
policies and fiduciary liability insurance policies covering each person who is, or has been at any time prior to the Effective
Time, an officer or director of Verizon or a Contributing Company and each person who served at the request of a
Contributing Company as a director, officer, trustee or fiduciary of another corporation, partnership, joint venture, trust,
pension or other employee benefit plan or enterprise, including any person serving in such capacity with respect to Spinco or
a Spinco Subsidiary (the "Identified Persons").

(b) At the Closing, the Surviving Corporation will, on behalf of itself, its Subsidiaries and their respective
successors and assigns and for all parties claiming by, through or under them (the "Surviving_Corporation Releaso§") ,
execute and deliver to each Identified Person a release irrevocably releasing, remising and forever discharging such Identified
Person, and its estates and heirs, of and from any and all claims, whether presently known or unknown, which any Surviving
Corporation Releasor has or may have of any kind arising out of or pertaining to acts or omissions, or alleged acts or
uuuaaiuua, by such Identified Person al the capacities specified in Section 7.l2(a) prior to the Effective Time,provided,
however, that such release shall also include a release, executed by such Identified Person, on behalf of itself and its estates
and heirs and for all parties claiming by, through or under them (the "Identified Persons Reieasors"), irrevocably releasing,
remising and forever discharging the Surviving Corporation, its Subsidiaries and their respective successors and assigns, of
and from any and all claims, whether presently known or unknown, which any Identified Persons Releasor has or may have
of any kind.
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(c) In the event of any claim, action, suit, arbitration, proceeding or investigation ("Action") arising out of or
pertaining to acts or omissions, or alleged acts or omissions, by the Identified Persons in the capacities specified in
Section 7. 12(a) prior to the Closing, from and after the Effective Time the Surviving Corporation and its Subsidiaries shall
provide reasonable cooperation, at Verizon's expense, in defense of any such Action.

7. 13 Public Announcements. Verizon and the Company shall consult with each other and shall mutually agree
upon any press release or public announcement relating to the transactions contemplated by this Agreement. Neither of them
shall issue any such press release or make any such public announcement or statement (including through any advertising,
press conference, media appearance or other forum) prior to such consultation and agreement, except as may be required by
applicable Law or by obligations pursuant to any listing agreement with any national securities exchange or automated inter-
dealer quotation system, in which case the party proposing to issue such press release or make such public announcement
shall use all commercially reasonable efforts to consult in good faith with the other party before issuing any such press
release or making any such public announcement.

7.14 Notification.

(a) Verizon shall give notice to the Company, and the Company shall give notice to Verizon, of any
occurrence or non-occurrence of any fact or event that would reasonably be expected to cause the failure of Verizon or its
Affiliates or the Company or its Affiliates, as the case may be, to comply with or satisfy, in any material respect, any closing
condition set forth in Article VIII.

(b) Each of the parties hereto shall keep the others informed on a timely basis as to (D the status of the
transactions contemplated by the Transaction Agreementsand the obtaining of all necessary and appropriate exemptions,
rulings, consents, authorizations and waivers related thereto, including the Telecommunications Regulatory Consents and (Q)
the status of any other material regulatory proceeding pending as of the date hereof or arising prior to the Effective Time,
affecting the Spinco Business or the business of the Company, no applicable.

7. 15 Control of Other Party's Business. Nothing contained in this Agreement shall give Verizon or Spinco,
directly or indirectly, the right to control or direct the Company's operations prior to the Effective Time. Nothing contained
in this Agreement shall give the Company, directly or indirectly, the right to control or direct the operations of the Spinco
Business prior to the Effective Time. Prior to the Effective Time, Verizon and the Company shall exercise, consistent with
the terms and conditions of this Agreement, complete control and supervision over their respective operations.
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7.16 Financial Statements and Related Information.

(a) Beginning with the fiscal quarter ending on March 31, 2009, Verizon will deliver to the Company, (i) with
respect to each fiscal quarter other than the last fiscal quarter of a fiscal year, promptly upon their being prepared (and in any
event no later than 40 days after the end of such fiscal quarter), unaudited combined Statements of Selected Assets, Selected
Liabilities and Parent Funding of the local exchange businesses and related landline activities of Verizon in the Territory
(including Internet access and certain long distance services provided to customers in those states), together with the related
unaudited combined statements of income, cash flows and parent funding for the portion of the fiscal year then ended and (Q)
with respect to the last fiscal quarter of a fiscal year, promptly upon their being prepared (and in any event no later than 75
days after the end of such fiscal quarter), audited combined Statements of Selected Assets, Selected Liabilities and Parent
Funding of the local exchange businesses and related landline activities of Verizon in the Territory (including Internet access
and certain long distance services provided to customers in those states), together with the related audited combined
statements of income, cash Hows and parent funding for such fiscal year. Such statements shall be prepared from the books
and records of Verizon and the Contributing Companies (to the extent relating to the Spinco Business) in accordance with
GAAP applied on a consistent basis throughout the periods involved using the same accounting principles, practices,
methodologies and policies used in preparing the Spinco Financial Statements (except as may otherwise be required under
GAAP), shall satisfy the requirements of Regulation S-X under the Exchange Act and present fairly, in all material respects,
the financial position and operating results and changes in cash flows and changes in parent funding of the Spinco Business
as of the dates and for the periods indicated therein.

7.17 Directors of the Surviving Corporation. The Company, Verizon and Spinco shall take all action
reasonably necessary to cause the Board of Directors of the Company immediately prior to the Effective Time to consist of
twelve members, (i) three of whom shall be designated by Verizon and (Q) nine of whom shall be designated by the
Company, which directors shall be the Board of Directors of the Surviving Corporation. One of the Company's designees
shall serve as chairman of the board. Within six months following the date of this Agreement, Verizon shall give the
Company written notice setting forth its designees to the Surviving Corporation's Board of Directors and such information
with respect to each of its designees as is required to be disclosed in the Proxy Statement/Prospectus or would be required to
be disclosed in a proxy statement for an annual meeting. Promptly after Verizon gives such notice to the Company, and in
any event within 20 days thereafter, the Company shall notify Verizon of its designees to the Surviving Corporation's Board
of Directors. Without limiting the foregoing and prior to the Effective Time, the Company shall take all actions necessary to
obtain the resignations of all members of its Board of Directors who will not be directors of the Surviving Corporation and
for the Board of Directors of the Company to fill such vacancies with the new directors contemplated by this
Section 7.17. Verizon's director nominees under this Section 7. 17 will (x) not be employees of Verizon, its Affiliates or
Cellco Partnership or any of its Subsidiaries and (y) will satisfy the requirements for director independence under the rules
and regulations of the SEC and the NYSE.
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7.18 f i nancing.

(a) The parties acknowledge that it is contemplated that the Special Payment shall be financed through the
incurrence of one or more term loan bank borrowings and/or capital markets issuances by Spinco prior to or substantially
contemporaneous with the Distribution (collectively, the "Special Payment Financing") and that in connection with the
Distribution Spinco may issue to Verizon or a Verizon Subsidiary Spinco Securities. From time to time following the date
hereof, Verizon and the Company shall meet to discuss strategy and timing for seeking proposals from reputable lenders
and/or underwriters to provide, arrange and/or underwrite the Special Payment Financing, which financing may be
negotiated, drawn down and/or issued in one or more tranches.

(b) Verizon and the Company shall jointly solicit proposals from reputable financing sources no later than
nine months after the date hereof (and, at such time, Verizon shall provide the Company with its then-current estimate of its
Distribution Date tax basis in Spinco) and the Company shall select from among the proposals received one or more which
the Company reasonably determines to be the most favorable. Promptly thereafter, the Company and Verizon shall
commence negotiations with the financing sources thereunder. The Company shall take the lead in such negotiations and
shall keep Verizon informed of all material developments and provide Verizon with an opportunity to participate in all
negotiations. The Company and Verizon shall use all commercially reasonable efforts to finalize all documentation with
respect to the Special Payment Financing. The Company agrees to discuss and consider from time to time, at the request of
Verizon, the possibility of causing Spinco to incur a portion of the Special Payment Financing in advance of the Closing, it
being understood that the Company shall be under no obligation to do so. Subject to Section 7.l8(e) and the following
proviso, the Company and Verizon shall be required to accept and execute documentation relating to (and cause Spinco to
execute documentation relating to) the Special Payment Financing and, if applicable, the Spinco Securities,provided that if at
the time proposed for acceptance and execution of documentation relating to the Special Payment Financing and, if
applicable, the Spinco Securities, the negotiated terms thereof do not satisfy the requirements of clauses (i) or (ii) of Section
7. l8(e), and if as of such time, the parties would otherwise be obligated to close the transactions contemplated hereby due to
the satisfaction of the conditions set forth Ir: Article VIA (other than those that would be satisfied by action at the Closing and
other than the condition in Section 8.2(d)), the Company shall promptly so notify Verizon and either the Company or Verizon
may elect to defer the Closing (subject to the satisfaction of such closing conditions on such deferral date) until the final
Business Day of the next calendar month (a "Financial Market Deferral"). If elected, the parties shall cooperate in seeking to
improve the proposed terms of the Special Payment Financing and, if applicable, the Spinco Securities during such deferral
period. A Financial Market Deferral may be elected on one or more occasions but no more than four times in total by the
Company and Verizon, and, notwithstanding the foregoing, if elected for a fourth time, the period of such deferral shall last
until the final Business Day of the second calendar month following the date on which such deferral is elected.
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(c) If Verizon notifies the Company that Spinco Securities are to be issued, the Company shall take the lead in
the negotiation of the terms and conditions thereof with the financial institutions selected by Verizon to be party to any Debt
Exchange elected to be consummated by Verizon and shall keep Verizon informed of all material developments and provide
Verizon with an opportunity to participate in all negotiations relating to the terms of such Spinco Securities. In such event,
the Company shall, in consultation with Verizon, determine the final form of the Spinco Securities and related agreements
(including registration rights arrangements and indenture) consistent with the terms set forth in Exhibit G of the Distribution
Agreement, provided that the covenants and economic terms thereof would reasonably be expected to result in the Spinco
Securities being exchanged for Verizon obligations in an equal principal amount. If Verizon elects to consummate the Debt
Exchange, it shall have the sole right to structure the arrangements relating thereto with underwriters, arrangers and other
third parties relating to the Debt Exchange, provided that Verizon shall keep the Company reasonably informed regarding
such arrangements.

(d) Notwithstanding the provisions of Sections 7.l8(b) and 7.18(c) above, in the event that (i) all of the
conditions set forth in Article VIII (other than those that would be satisfied by action at the Closing and other than the
condition in Section 8.2(d)) have been satisfied and (ii) the Company (A) is not actively conducting negotiations with
financing sources with respect to the Special Payment Financing and, if applicable, the Spinco Securities, and (B) fails to
commence such negotiations promptly following notice from Verizon that Verizon reasonably believes the Company is not
actively conducting such negotiations, then Verizon shall be entitled to assume the lead role in conducting such negotiations
(and shall keep the Company informed of all material developments with respect thereto) until the Company so acts.
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(s) Notwithstanding the provisions of Section 7.18(b) and Section 7.18(c):

(i) The Company shall not be obligated to accept or execute documentation relating to the Special
Payment Financing or, if applicable, the Spinco Securities if (w) either (A) the weighted average life of the aggregate of such
Financing and securities, together with the Distribution Date Spinco Indebtedness, is less than five years or (B) any of the
Special Payment Financing or the Spinco Securities would have a final maturity of earlier than January 1, 2014, other than
any bridge financing with a maturity of at least 364 days in an aggregate amount not in excess of $600 million, (x) such
financing or securities or the Distribution Date Spinco Indebtedness would be secured by any assets of any operating
company, (y) the terms or provisions of such financing or securities or the Distribution Date Spinco Indebtedness would
cause their incurrence or assumption by the Company in or as a result of the Merger to be prohibited by or cause (with or
without notice or the lapse of time) a default under the Company's existing credit agreements or indentures as in effect on the
date hereof, or (z) both (I) the proposed covenants and other terms and conditions in such documentation (excluding (A) any
terms of the Spinco Securities set forth in Exhibit G of the Distribution Agreement and (B) the rate, yield or tenor thereof) are
not, in the aggregate, substantially in accordance with then prevailing market terms for similarly sized term loan bank
borrowings and/or capital market issuances by companies of a size and with credit ratings similar to the Surviving
Corporation and (II) the effect of such covenants and other terms and conditions that are not in accordance with the
prevailing market terms (excluding (A) any terms of the Spinco Securities set forth in Exhibit G of the Distribution
Agreement and (B) the rate, yield or tenor thereof) would, in the aggregate, be materially adverse to the Surviving
Corporation.

(ii) The Company shall not be obligated to accept or execute documentation relating to the Special
Payment Financing or the Spinco Securities if as a result thereof the weighted average annual cash interest rate (including
annual accretion of original issue discount with respect to Indebtedness issued with a material amount of original issue
discount) payable on the aggregate of the Special Payment Financing, the Spinco Securities and the Distribution Date Spinco
Indebtedness (the "Coverage Costs") would exceed 9.5%, unless the Company reasonably detennines in good faith that such
Coverage Costs would not be unduly burdensome.

(Q Each of Verizon, Spinco and the Company shall cooperate in connection with the preparation of all
documents and the making of all filings required in connection with the Special Payment Financing, the Spinco Securities
and the Debt Exchange (if Verizon elects to consummate the Debt Exchange) and shall use all commercially reasonable
efforts to take, or cause to be taken, all actions and to do, or cause to be done, all other things necessary, proper or advisable
to consummate the Special Payment Financing, the issuance of the Spinco Securities and the Debt Exchange (if Verizon
elects to consummate the Debt Exchange) and the other transactions contemplated in connection therewith. Without limiting
the generality of the foregoing, each of Verizon, Spinco and the Company shall use all commercially reasonable efforts to
cause their respective employees, accountants, counsel and other representatives to cooperate with each other in
(i) participating in meetings, drafting sessions, due diligence sessions, management presentation sessions, "road shows" and
sessions with rating agencies in connection with the syndication or marketing of the Special Payment Financing, the Spinco
Securities and the Debt Exchange (if Verizon elects to consummate the Debt Exchange), (Q) preparing offering memoranda,
private placement memoranda, prospectuses and similar documents deemed reasonably necessary by Verizon, Spinco or the
Company, to be used in connection with consummating the Special Payment Financing, the issuance of the Spinco Securities
and the Debt Exchange (if Verizon elects to consummate the Debt Exchange), () executing and delivering all documents
and instruments deemed reasonably necessary by Verizon, Spinco or the Company to consummate the Special Payment
Financing, the issuance of the Spinco Securities and the Debt Exchange (if Verizon elects to consummate the Debt
Exchange), including any underwriting or placement agreements, pledge and security documents, other definitive financing
documents, including any intercreditor or indemnity agreements, or other requested certificates or documents as may be
reasonably requested in connection with the Special Payment Financing, the Spinco Securities or the Debt Exchange (if
Verizon elects to consummate the Debt Exchange), provided, however, that () no such agreements or documents shall
impose any monetary obligation or liability on Spinco or the Company prior to the Effective Time and (8) Verizon shall not
be obligated to incur any obligations in connection with the Special Payment Financing (other than the obligation to pay
Spinco Debt Expenses as provided in the Distribution Agreement and the non-monetary cooperation obligations set forth
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above in this Section 7.l8(t)), (Q) disclosing the terms and conditions of the Special Payment Financing, the Spinco
Securities and the Debt Exchange (if Verizon elects to consummate the Debt Exchange), as reasonably appropriate, in the
Registration Statements, and (v) taking all other actions reasonably necessary in connection with the Special Payment
Financing, including any such actions required to permit the assumption by the Surviving Corporation of the debt that is part
of the Special Payment Financing and the Spinco Securities at the Effective Time.
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(g) Not later than 60 days prior to the reasonably anticipated Closing Date, Verizon shall deliver to the
Company a certificate setting forth the anticipated amount of the Special Payment, along with Verizon's then-current
estimates of (i) Distribution Date Spinco Indebtedness and (ii) its tax basis in Spinco as of the Distribution Date. Verizon
shall have the right to update such certificate from time to time in advance of the Closing (but no later than 15 days prior to
the Closing) in light of any updated information of Verizon regarding its tax basis in Spinco and the amount of the
Distribution Date Spinco Indebtedness.
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7.19 Accountants.

(a) In connection with the information regarding the Spinco Business or the transactions contemplated by this
Agreement provided by Spinco specifically for inclusion in, or incorporation by reference into, the Proxy
Statement/Prospectus and the Registration Statements, Verizon shall use all commercially reasonable efforts to cause to be
delivered to the Company letters of Ernst & Young LLP, dated the date on which each of the Registration Statements shall
become effective, the date on which the Proxy Statement/Prospectus or any Registration Statement is mailed to the
Company's stockholders and the Closing Date, and addressed to the Company, in form and substance reasonably satisfactory
to the Company and customary in scope and substance for letters delivered by independent public accountants in connection
with registration statements similar to the Registration Statements. In the event that Spinco is treated as the acquiring entity
for accounting purposes pursuant to GAAP, then Verizon shall use ail commercially reasonable efforts to cause any such
letter to include such negative assurance statements regarding the pro forma financial information included in the Proxy
Statement/Prospectus and the Registration Statements as are customary in scope and substance for letters delivered by
independent public accountants in connection with registration statements similar to the Registration Statements.

(b) The Company shall use all commercially reasonable efforts to cause KPMG LLP, the independent auditors
of the Company, to provide any unqualified opinions, consents or customary comfort letters with respect to the financial
statements of the Company needed in connection with the Special Payment Financing, the Registration Statements and/or the
Debt Exchange (if Verizon elects to consummate the Debt Exchange). The Company agrees to allow Verizon's accounting
representatives the opportunity to review any such financial statements required in connection therewith and to allow such
representatives reasonable access to the Company and the Company Subsidiaries and supporting documentation with respect
to the preparation of such financial statements, provided that such access shall not include any right to review the working
papers of the independent auditors of the Company and the Company Subsidiaries. The Company shall use all commercially
reasonable efforts to cause KPMG LLP to participate in the preparation of any pro forma financial statements necessary or
desirable for inclusion in, or incorporation by reference into, the Registration Statements and for use in connection with the
Special Payment Financing and/or the Debt Exchange (if Verizon elects to consummate the Debt Exchange).
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(c) In connection with the information regarding the Company or the Company Subsidiaries or the
transactions contemplated by this Agreement provided by the Company specifically for inclusion in, or incorporation by
reference into, the Proxy Statement/Prospectus and the Registration Statements, the Company shall use all commercially
reasonable efforts to cause to be delivered to Spinco letters of KPMG LLP, dated the date on which each of the Registration
Statements shall become effective, the date on which the Proxy Statement/Prospectus or any Registration Statement is mailed
to the Company's stockholders and the Closing Date, and addressed to Verizon and Spinco, in form and substance reasonably
satisfactory to Verizon and customary in scope and substance for letters delivered by independent public accountants in
connection with registration statements similar to the Registration Statements. In the event that the Company is treated as the
acquiring entity for accounting purposes pursuant to GAAP, then the Company shall use all commercially reasonable efforts
to cause any such letter to include such negative assurance statements regarding the pro forma financial information included
in the Proxy Statement/Prospectus and the Registration Statements as are customary in scope and substance for letters
delivered by independent public accountants in connection with registration statements similar to the Registration Statements.

(d) Verizon shall use all commercially reasonable efforts to cause Ernst & Young LLP, the independent
auditors of Spinco, to provide any unqualified opinions, consents or customary comfort letters with respect to the financial
statements regarding the Spinco Business needed in connection with the Special Payment Financing, the Proxy
Statement/Prospectus, the Registration Statements and/or the Debt Exchange (if Verizon elects to consummate the Debt
Exchange). Verizon agrees to allow the Company's accounting representatives the opportunity to review any such financial
statements required in connection therewith and to allow such representatives reasonable access to records of the
Contributing Companies and supporting documentation with respect to the preparation of such financial statements,
provided, however, that such access shall not include any right to review the working papers of the independent auditors of
Verizon and its Subsidiaries. Verizon shall use all commercially reasonable efforts to cause Ernst & Young LLP to
participate in the preparation of any pro forma financial statements necessary or desirable for inclusion in, or incorporation
by reference into, the Registration Statements and for use in connection with the Special Payment Financing and/or the Debt
Exchange (if Verizon elects to consummate the Debt Exchange).

7.20 Disclosure Controls. Each of Verizon and the Company shall use all commercially reasonable efforts to
enable the Company to implement such programs and take such steps as are reasonably necessary to (i) develop a system of
internal controls over financial reporting (as defined in Rules 13a-15(1) and 15d-15(1) of the Exchange Act) intended to
ensure that after the Effective Time material information relating to the Surviving Corporation is timely made known to the
management of the Surviving Corporation by others within those entities, (Q) cooperate reasonably with each other in
preparing for the transition and integration of the financial reporting systems of Spinco and the Spinco Subsidiaries with the
Company's financial reporting systems following the Effective Time and () otherwise enable the Surviving Corporation to
maintain compliance with the provisions of Section 404 of the Sarbanes» Oxley Act.
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7.21 Listing. As promptly as reasonably practicable following the date hereof and at least 30 days prior to the
date that any party reasonably expects all of the required regulatory approvals to have been obtained, the Company shall
make application to the NYSE for the listing of the shares of Company Common Stock to be issued pursuant to the
transactions contemplated by this Agreement and use all commercially reasonable efforts to cause such shares to be
Approved for Listing.

7.22 Ancillary Agreements.

(a) At the Company's request, which shall be made, if at all, prior to March 31, 2010, Verizon and the
Company shall cause their respective Affiliates to enter into an agreement with respect to Video Transport Service
incorporating the terms set forth on the term sheet attached as Exhibit D and such other terms as may be reasonably related
thereto and agreed by their respective Affiliates (the "Video Transport Service Agreement").

(b) Verizon and the Company shall cause their respective Affiliates to enter into an agreement with respect to
Back Office Support Services incorporating the terms set forth on the term sheet attached as Exhibit E and such other terms
as may reasonably related thereto and agreed by their respective Affiliates (the "Back Office Support Services Agreement").

7.23 Directories Agreements. Prior to the Merger, Spinco shall offer to Directories Media Inc. ("Directories")
to enter into the proposed Publishing Agreement, the Non-Competition Agreement and the Branding Agreement, between
Directories and Spinco (or Subsidiaries of Spinco, as applicable), that are in the form attached hereto as Exhibits F, G and H
(the "Directories Agreements"),provided,however, that Spinco shall not have any obligation to enter into (or offer to enter
into) any such agreement to the extent the terms of such agreement are not binding upon the Spinco Business as of
immediately prior to the Effective Time. If such agreements are required but are not entered into prior to the Merger, the
Surviving Corporation (or Subsidiaries of the Surviving Corporation, as applicable) will offer to enter into such agreements
with Directories within 90 days following the Merger to the extent Directories notifies the Surviving Corporation within such
time period that it wishes to enter into such agreements.
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7.24 Realignment.

(a) Following the date hereof, Verizon shall undertake to segregate the operation of the Spinco Business in the
Territory (other than West Virginia) from the Verizon Business (including the completion of the actions contemplated by
Section 7.24(c) and the identification, testing and validation of personnel, processes and systems to be working properly)
such that the representation set forth in Section 5. 17 shall be accurate as of the Closing in accordance with the standards set
forth in Section 8.3(b) (the "Realignment"). Verizon shall keep the Company reasonably updated from time to time with
respect to the Realignment and shall discuss with the Company its plans for implementing the various aspects of the
Realignment on an ongoing basis once Verizon has developed its initial plan for effecting the Realignment. If in connection
with the Realignment the Company wishes to remove or omit particular functions or services that are used or held for use in
the conduct of the Spinco Business or to replace certain third party vendors of the Spinco business with other third party
vendors, the Company will promptly notify Verizon in writing to this effect. Verizon will have the right to disapprove such
proposed omissions or replacements to the extent Verizon determines that such omissions or replacements may materially
delay or increase the expense of completing the Realignment. No later than 60 days prior to the reasonably anticipated
Closing Date, Verizon shall provide written notice to the Company stating that Verizon and its Subsidiaries have completed
the Realignment as of the date of such notice. The Company shall be granted reasonable rights of access from time to time
prior to the Closing in accordance with Section 7.10 to validate and confirm the completion of the Realignment (including the
functioning of principal operating systems) in accordance with the first sentence of this Section 7.24.

(b) In connection with the Realignment, Verizon shall not take any action that would result in any material
increase in the number of employees performing each material function of the Spinco Business above the number of such
employees performing such function on behalf of the Spinco Business on the date hereof.

(c) Prior to March 31, 2010, Verizon shall create a separate instance in the Fort Wayne, Indiana datacenter
(die "Fort Wayne Data Center") of Verizon proprietary software systems that will enable Spinco (and following theMerger,
the Sure .vrng Corporation) in all states in the Territory (other than West Virginia) to provide functionality substantially
similar to, but no less favorable to the Spinco Business than, that which the Spinco Business received from Verizonand its
Affiliates as of the date of this Agreement. As of the Closing Date, the Fort Wayne Data Center (i) shall be owned by the
Surviving Corporation or an Affiliate thereof and (ii) shall have on site a majority of the hardware reasonably required to
provide functionality to the Spinco Business in accordance with the foregoing (and the balance of such hardware, if not held
at the Fort Wayne Data Center, shall be available on a firewall basis from Verizon or a Verizon Subsidiary for up to one year
following the Closing to allow for Verizon to transfer such hardware to the Fort Wayne Data Center within one year
following the Closing).
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7.25 California Disclosure. Notwithstanding anything herein to the contrary, the parties acknowledge that the
Verizon Disclosure Letter and the Spinco Disclosure Letter and the Disclosure Letter under the Distribution Agreement
contain no information regarding the portion of the Spinco Business conducted in California and that such failure shall not
constitute a breach of any representation or warranty herein or any breach of the Distribution Agreement. Verizon and
Spinco shall have the right to update such Disclosure Letters within 45 days of the date hereof to incorporate any applicable
disclosure relating to portion of the Spinco Business conducted in California, whereupon such disclosure will be deemed to
have been made as of the date hereof, provided, however, that this Section 7.25 and any disclosure made hereunder shall
have no effect with respect to the representations and warranties made in Section 5.5 or Section 5. 17.

7.26 Joint Defense Agreement. Within 30 days following the date hereof, Verizon and the Company shall
negotiate in good faith the terms of, and enter into, a joint defense agreement regarding certain matters of common interest
arising from the transactions contemplated by the Transaction Agreements (the "Joint Defense Agreement").

ARTICLE VIII

CONDITIONS TO THE MERGER

8.1 Conditions to the Obligations of Spinco. Verizon and the Company to Effect the Merger. The respective
obligations of each party to consummate the Merger shall be subject to the fulfillment (or, to the extent permitted by
applicable Law, waiver by both Verizon and the Company) at or prior to the Effective Time of the following conditions:
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(a) Each of the Internal Spinoffs, the Internal Restructuring, the Contribution and the Distribution shall have
been consummated, in each case, in accordance with the Distribution Agreement, the IRS Ruling (unless the parties agree in
writing upon, and implement, an alternative structure for the transactions contemplated hereby that eliminates the need for an
IRS Ruling as contemplated by Section 2.7 hereof) and the Distribution Tax Opinion, provided, however, that this
Section 8. l(a) shall not be a condition to the consummation of the Merger by any party whose failure to comply with its
obligations and/or covenants set forth in this Agreement, the Tax Sharing Agreement or the Distribution Agreement gives
rise to the failure of the Internal Spinoffs, the Internal Restructuring, the Contribution or the Distribution to have been
consummated in accordance with the foregoing.

(b) Any applicable waiting period under the HSR Act shall have expired or been terminated.

(c) (i) No regulatory proceeding before any State Regulator that is pending as of the date hereof or arises prior
to the Effective Time, and affects either the Spinco Business or the business of the Company, shall have been resolved by
final order of the applicable regulator on terms that, and (Q) no condition shall have been imposed in connection with
obtaining any Telecommunications Regulatory Consent that, in either case, constitutes a Materially Adverse Regulatory
Condition.

(d) All of the Telecommunications Regulatory Consents shall be final and in full force and effect.

(e) The Registration Statements shall have become effective in accordance with the Securities Act or the

Exchange Act, as applicable, and shall not be the subject of any stop order or proceedings seeking a stop order, and the shares

of Company Common Stock to be issued, and such other shares required to be reserved for issuance, pursuant to the Merger

shall have been Approved for Listing.

(Q The Requisite Approval shall have been obtained, in accordance with applicable Law and the rules and
lc8Ll1dtlul1D UP T.u€ in 1 ad.

(g) No court of competent jurisdiction or other Governmental Authority shall have issued an Order that is still
in effect restraining, enjoining or prohibiting the Contribution, the Distribution or the Merger.
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(h) No action shall have been taken, and no statute, rule, regulation or executive order shall have been
enacted, entered, promulgated or enforced, by any Governmental Authority with respect to the Contribution, the Distribution
or the Merger or the other transactions contemplated hereby or by the Distribution Agreement or the Employee Matters
Agreement that, individually or in the aggregate, would (i) restrain, enjoin or prohibit the consummation of the Internal
Spinoffs, the Internal Restructuring, the Contribution, the Distribution or the Merger or the other transactions contemplated
hereby or by the Distribution Agreement or the Employee Matters Agreement or (Q) impose any burdens, liabilities,
restrictions or requirements thereon or on Verizon, Spinco or the Company with respect thereto that has had or would
reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on Verizon (assuming for such
purposes that the business, assets, properties and liabilities of Verizon were comparable in size to that of the Surviving
Corporation) or the Surviving Corporation (collectively, a "Restraint"), and no Governmental Authority shall have instituted
or threatened to institute and not withdrawn any proceeding seeking any such Restraint.

(i) Unless the parties agree in writing upon and implement an alternative structure for the transactions
contemplated hereby that eliminates the need for an IRS Ruling as contemplated by Section 2.7 hereof, Verizon and Spinco
(and, to the extent applicable, the Company) shall have received the IRS Ruling in form and substance reasonably
satisfactory to Verizon, Spinco and the Company, and such IRS Ruling shall continue to be valid and in full force and effect.

(j) The Company shall have received a Merger Tax Opinion from Company Tax Counsel, in form and
substance reasonably satisfactory to the Company, and Verizon shall have received a Merger Tax Opinion from Verizon Tax
Counsel, in form and substance reasonably satisfactory to Verizon, and Verizon Tax Counsel shall have issued the
Distribution Tax Opinion.

(k) Verizon and the Company shall have received the opinion of a nationally recognized independent
valuation firm selected by Verizon (and reasonably acceptable to the Company) attesting to the solvency of the Surviving
Corporation on a pro forma basis immediately after the Effective Time, which opinion shall be in customary form (the
"Solvency Gpnum").

8.2 Additional Cont_itions_to the Obligations of Verizon and Spincg. The obligation of Verizon and Spinco to
consummate the Merger shall be subject to the fulfillment (or, to the extent permitted by applicable Law, waiver by Verizon)
at or prior to the Effective Time of the following additional conditions:

115

http://www.sec.gov/Archives/edgar/data/20520/000095015709000266/ex2-1 ;him 7/14/2009



Page 129 of 147

Table of Contents

(a) The Company shall have performed in all material respects all obligations and complied in all material
respects with all covenants required by this Agreement to be performed or complied with by it at or prior to the Effective
Time.

(b) Each of the representations and warranties of the Company (i) set forth in Article VI (other than Sections
6.3(a) and 6.3(b)) of this Agreement shall be true and correct as of the date of this Agreement and as of the Closing Date as
though such representations and warranties were made on and as of the Closing Date, except for representations and
warranties that speak as of an earlier date or period (which shall be true and correct as of such earlier date or period),
}3ovide_d, however, that for purposes of this clause (i), such representations and warranties shall be deemed to be true and
correct unless the failure or failures of all such representations and warranties to be so true and correct, without giving effect
to any qualification as to materiality or Material Adverse Effect set forth in such representations or warranties, has had or
would reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect on the Company and
(Q) set forth in Sections 6.3(a) and 6.3(b) of this Agreement shall be true and correct in all material respects as of the date of
this Agreement and as of the Closing Date as though made on and as of the Closing Date.

(c) The Company shall have delivered to Verizon a certificate, dated as of the Effective Time, of a senior
officer of the Company certifying the satisfaction by the Company of the conditions set forth in subsections (a) and (b) of this
Section 8.2.

(d) Verizon shall have received in connection with the Distribution the Special Payment and, if applicable, a
principal amount of Spinco Securities that, together with the Special Payment (and the amount of any Distribution Date
Spinco Indebtedness), equal $3.333 billion in the aggregate and, if Spinco Securities are issued and if Verizon desires to
consummate the Debt Exchange, the Debt Exchange shall have been consummated with respect to a principal amount of
Spinco Securities equal to (4) $3.333 billion minus (y) the sum of (A) the total amount of the Special Payment and (Q) the
amount of Distribution Date Spinco Indebtedness.

(e) Except as disclosed in the Company Disclosure Letter or as expressly contemplated by the Transaction
Agreements, since December 31, 2008, there shall have been no state of facts, change, development, event, effect, condition
or occurrence that has had or would reasonably be expected to have, individually or in the aggregate, a Material Adverse
Effect on the Company.

116

http://www.sec.gov/Archives/edgar/data/20520/000095015709000266/exl1 .him 7/14/2009



Page 130 of 147

Table of Contents

(t) The Company shall have entered into the applicable Transaction Agreements, and to the extent applicable,
timely performed them in all material respects, and each such agreement shall be in full force and effect.

8.3 Additional Conditions to the Obligations of the Company. The obligation of the Company to consummate
the Merger shall be subject to the fulfillment (or, to the extent permitted by applicable Law, waiver by the Company) at or
prior to the Effective Time of the following additional conditions:

(a) Spinco and Verizon shall have performed in all material respects all obligations and complied in all
material respects with all covenants required by this Agreement to be performed or complied with by them at or prior to the
Effective Time.

(b) Each of the representations and warranties of Verizon and Spinco (i) set forth in Article IV and Article V
(other than Sections 4.2(a), 5.2(b), 5.3(a), 5.3(b) and 5. 17) of this Agreement shall be true and correct as of the date of this
Agreement and as of the Closing Date as though such representations and warranties were made on and as of the Closing
Date, except for representations and warranties that speak as of an earlier date or period (which shall be true and correct as of
such earlier date or period),provided, however, that for purposes of this clause (i), such representations and warranties shall
be deemed to be true and correct unless the failure or failures of all such representations and warranties to be so true and
correct, without giving effect to any qualification as to materiality or Material Adverse Effect set forth in such representations
or warranties, has had or would reasonably be expected to have, individually or in the aggregate, a Material Adverse Effect
on Verizon, Spinco or the Spinco Business and (Q) set forth in Sections 4.2(a), 5.2(b), 5.3(a), 5.3(b) and 5.17 of this
Agreement shall be true and correct in all material respects as of the date of this Agreement and as of the Closing Date as
though made on and as of the Closing Date.

(c) Verizon and Spinco shall have delivered to the Company a certificate, dated as of the Effective Time, of a
senior officer of each of Verizon and Spinco certifying the satisfaction of the conditions set forth in subsections (a) and (b) of
flue Qnrfinn Q 'l

(d) Spinco and Verizon (or a Subsidiary thereof) shall have entered into the applicable Transaction
Agreements, and to the extent timely, performed them in all material respects, and each such agreement shall be in full force
and effect.
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(e) Except as disclosed in the Spinco Disclosure Letter or as expressly contemplated by the Transaction
Agreements, since December 31, 2008, Mere shall have been no state of facts, change, development, event, effect, condition
or occurrence that has had or would reasonably be expected to have, individually or in the aggregate, a Material Adverse
Effect on Spinco or the Spinco Business.

ARTICLE IX

TERMINATION. AMENDMENT AND WAIVERS

9.1 Termination. Notwithstanding anything contained in this Agreement to the contrary, this Agreement may
be terminated and the transactions contemplated hereby may be abandoned prior to the Effective Time, whether before or
after the Requisite Approval:

(a) by the mutual written consent of each party hereto, which consent shall be effected by action of the Board
of Directors of each such party,

(b) by any party hereto if the Effective Time shall not have occurred on or before July 31, 2010 (as such date
may be extended in accordance with the terms of this Agreement, the "End Date"), provided, however, that if as of such date
(i) all Closing conditions (ignoring for this purpose Section 8.2(d)) other than the conditions in Section 8. 1(c) or 8.1(d), are
satisfied or capable of being satisfied as of such date (assuming for such purpose that such date were the Closing Date), or (ii)
a Financial Market Deferral is then in effect pursuant to Section 7.18(b), then the End Date may be extended by Verizon or
the Company upon written notice and the period of such extension shall be (x) in the case of clause (i), for one or more one
month periods, not to exceed four calendar months in the aggregate, to obtain such Telecommunications Regulatory Consents
in a manner that satisfies the conditions in Sections 8.l(c) and 8. l(d) and (y) in the case of clause (ii), for one month (or two
month, if applicable pursuant to Section 7. l8(b)) periods, to the extent permitted to do so pursuant to Section 7. l8(b),
provided further, however, that the right to terminate this Agreement pursuant to this Section 9. l(b) shall not be available to
any party whose failure to perform any of its obligations under this Agreement required to be performed by it at or prior to
such date has been a substantial cause of, or substantially contributed to, the failure of the Merger to have become effective
on or before such date,

(c) by any party hereto if (1) a statute, rule, regulation or executive order shall have been enacted, entered or
promulgated prohibiting the consummation of the Merger or (Q) an Order shall have been entered that either (A) would result
in a failure of a condition set forth in Section 8. 1(c) or (B) permanently restrains, enjoins or otherwise prohibits the
consummation of the Merger, and in each case such Order shall have become final and non-appealable and the party seeking
to terminate this Agreement pursuant to this clause 9. l(c)(ii) shall have used all commercially reasonable efforts to remove
such Order in accordance with and to the extent required by Section 7,6(h) insofar as such Section relates to, a final order of
the FCC or a State Regulator in the Territory or in the states listed in Section 6.3(d) of the Company Disclosure Letter,
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(d) by the Company, if either Verizon or Spinco shall have breached or failed to perform in any material
respect any of its representations, warranties, covenants or other agreements contained in this Agreement, which breach or
failure to perform (i) would result in a failure of a condition set forth in Section 8.1 or Section 8.3 and (Q) cannot be cured by
the End Date,provided, however, that the Company shall have given Verizon and Spinco written notice, delivered at least
30 days prior to such termination, stating the Company's intention to terminate this Agreement pursuant to this Section 9. l(d)
and the basis for such termination,

(e) by Verizon and Spinco, if the Company shall have breached or failed to perform in any material respect
any of its representations, warranties, covenants or other agreements contained in this Agreement, which breach or failure to
perform (1) would result in a failure of a condition set forth in Section 8.1 or Section 8.2 and (Q) cannot be cured by the End
Date, provided, however, that Verizon and Spinco shall have given the Company written notice, delivered at least 30 days
prior to such termination, stating Verizon and Spinco's intention to terminate the Agreement pursuant to this Section 9.1(e)
and the basis for such termination,

(D by Verizon and Spinco, on the one hand, or the Company, on the other hand, if, at the Company
Stockholders Meeting (after giving effect to any adjournment, continuation or postponement thereof), the Requisite Approval
is not obtained, provided, however, that the right to terminate this Agreement under this Section 9. 1(0 shall not be available
to the Company where such failure to obtain the Requisite Approval shall have been caused by the action or failure to act of
the Company and such action or failure to act constitutes a material breach by the Company of this Agreement,

(g) by Verizon and Spinco, if (i) the Board of Directors of the Company (or any committee thereof) shall have
effected a Change of Board Recommendation or resolved to effect a Change of Board Recommentation or (Q) the Company
fails to call and hold the Company Stockholders Meeting within 60 days after the date on which the SEC shall clear (whether
orally or in writing) the Proxy Statement/Prospectus and, if required by the SEC as a condition to the mailing of the Proxy
Statement/Prospectus, the date of effectiveness of the Company Registration Statement, or
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(h) by Verizon and Spinco on any date, if on such date (i) the average of the volume weighted averages of the
trading prices of the Company Common Stock for any period of 60 consecutive trading days that ended within three Business
Days prior to such date is below $3.87 and (ii) Verizon and Spinco notify the Company in writing that they are terminating
this Agreement in accordance with this Section 9.1(h).

9.2 Effect of Termination. In the event of termination of this Agreement pursuant to Section 9.1, this
Agreement shall terminate (except for the Confidentiality Agreement referred to in Section 10.1, the provisions of Section 9.3
and Article XI), without any liability on the part of any party except as set forth in Section 9.3, provided, however, that
nothing in this Agreement shall relieve any party of liability for fraud or willful and knowing breach of this Agreement or the
Distribution Agreement prior to such termination.

9.3 Amounts Payable in Certain Circumstances. In the event that (i) Verizon and Spinco terminate this
Agreement pursuant to Section 9.l(g) or (Q) (A) any Person (other than Verizon, Spinco or any of their Affiliates) shall have
made a Company Acquisition Proposal after the date hereof and prior to the Termination Date, and thereafter this Agreement
is terminated by any party pursuant to Section 9.l(b) or by Verizon or Spinco pursuant to Section 9. l(e) as a result of a
breach by the Company of Section 7.6 or Section 7.18 or by any party pursuant to Section 9.1(f) (and a Company
Acquisition Proposal shall have been publicly announced prior to the Company Stockholders Meeting) and (B) within
twelve months after the termination of this Agreement, any Company Acquisition shall have been consummated or any
definitive agreement with respect to any Company Acquisition Proposal (other than, in each case, with Verizon, Spinco or
any of their Affiliates) shall have been entered into, then the Company shall pay Verizon a fee, in immediately available
funds, in the amount of $80 million at the time of such termination, in the case of a termination described in clause (i) above,
or upon the occurrence of the earliest event described in clause (ii)(B), in the event of a termination described in clause (ii),
and in each case the Company shall be fully released and discharged from any other liability or obligation resulting from or
under this Agreement, except with respect to any fraud or willful and knowing breach of this Agreement,provided, however,
that for purposes of clause (ii)(B) of this Section 9.3 only, (i) all references to la% in the definition of Company Acquisition
shall be deemed to be references to 50% and (Q) clause (i) of the definition of Company .Acquisition shall read as
follows: "any merger, consolidation, share exchange, business combination, recapitalization or other similar transaction or
series of related transactions involving the Company or any of its Significant Subsidiaries following which the stockholders
of the Company or any such Significant Subsidiary immediately prior to such transactions (or series of transactions) do not
hold and own greater than 70% of the issued and outstanding equity securities of the Company or such Significant Subsidiary
(or the successor thereof), as the case may be".
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9.4 Amendment. This Agreement may be amended by Verizon, Spinco and the Company at any time before
or after receipt of the Requisite Approval,provided, howevq, that after receipt of the Requisite Approval, no amendment
shall be made that by Law or in accordance with the rules of any relevant stock exchange or automated inter-dealer quotation
system requires further approval by stocldioiders of the Company without such further approval of such stockholders. This
Agreement may not be amended except by an instrument in writing signed by each of Verizon, Spinco and the Company.

9.5 Waivers. At any time prior to the Effective Time, Verizon and Spinco, on the one hand, and the Company,
on the other hand, may, to the extent legally allowed, (i) extend the time for the performance of any of the obligations or acts
of Verizon and Spinco or the Company, as applicable, (Q) waive any inaccuracies in the representations and warranties of
Verizon and Spinco or the Company, as applicable, contained herein or in any document delivered pursuant to this
Agreement, and () waive compliance with any of the agreements or conditions of Verizon and Spinco or the Company, as
applicable, contained herein,provided, however, that no failure or delay by Verizon, Spinco or the Company in exercising
any right hereunder shall operate as a waiver thereof nor shall any single or partial exercise thereof preclude any other or
further exercise thereof or the exercise of any other right hereunder. Any agreement on the part of Verizon, Spinco or the
Company to any such extension or waiver shall be valid only if set forth in an instrument in writing signed on behalf of such
party.

ARTICLE X

SURVIVAL;INDEMNIFICATION

10.1 Survival of Representations. Warranties and Agreements. The covenants and agreements that expressly
state that they are to be performed following the Effective Time pursuant to the Distribution Agreement or this Agreement
(including Sections 10.2 to 10.6 hereof) shall survive the Effective Time in accordance with their respective terms,and all
other covenants and agreements herein and therein shall terminate and shall not survive the Effective Time. None of the
representations or warranties in this Agreement or in any certificate or instrument delivered pursuant to this Agreement or
any other covenant or agreement set forth herein shall survive the Effective Time. The Confidentiality Agreement shall
survive the execution and delivery of this Agreement and any termination of this Agreement, and the provisions of the
Confidentiality Agreement shall apply to all information and material furnished by any party or its representatives thereunder
or hereunder.
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10.2 Indemnification.

(a) If the Closing occurs, the Surviving Corporation shall indemnify, defend and hold harmless (i) the Verizon
Indemnities from and against all Losses arising out of or due to the failure of any member of the Spinco Group (A) to timely
pay or satisfy any Spinco Liabilities, or (Q) to perform any of its obligations under this Agreement or the Distribution
Agreement and (Q) Verizon and each Person, if any, who controls, within the meaning of Section 15 of the Securities Act or
Section 20 of the Exchange Act (any such Person being hereinafter referred to as a "Controlling Person"), Verizon from and
against, and pay or reimburse each of the foregoing for, all Losses, arising out of or resulting from, directly or indirectly, or
in connection with, any untrue statement or alleged untrue statement of a material fact contained in or incorporated by
reference into either of the Registration Statements or the Proxy Statement/Prospectus (or any amendment or supplement
thereto) or any omission or alleged omission to state therein a material fact required to be stated therein or necessary to make
the statements therein, in light of the circumstances under which they were made, not misleading, provided, however, that the
Surviving Corporation shall not be responsible for information provided by Verizon (or its Affiliates) as to itself and its
Subsidiaries, including Spinco, specifically for inclusion in, or incorporation by reference into, any such Proxy
Statement/Prospectus or Registration Statement.

(b) If the Closing occurs, Verizon shall indemnify, defend and hold harmless (i) the Surviving Corporation
Indemnitees from and against all Losses arising out of or due to (x) the failure of any member of the Verizon Group (A) to
timely pay or satisfy any Verizon Liabilities, or (Q) to perform any of its obligations under this Agreement or the Distribution
Agreement or (y) the actual amount of Distribution Date Spinco Indebtedness exceeding the amount of Distribution Date
Spinco Indebtedness set forth by Verizon and Spinco in the Closing Statement, and (Q) the Surviving Corporation and each
Controlling Person of the Surviving Corporation from and against, and pay or reimburse each of the foregoing for, all Losses
arising out of or resulting from, directly or indirectly, or in connection with, any untrue statement or alleged untrue statement
of a material fact contained in or incorporated by reference into either of the Registration Statements or the Proxy
Statement/Prospectus (or any amendment or supplement thereto) or any omission or alleged omission to state therein a
material fact required to be stated *herein nr necessary to make the statements therein, in light of the circumstances under
which they were made, not misleading, but only with respect to information provided by Verizon (or its Affiliates) as to itself
and its Subsidiaries, including Spinco, specifically for inclusion in, or incorporation by reference into, any such Proxy
Statement/Prospectus or Registration Statement.
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(c) Notwithstanding anything to the contrary set forth herein, indemnification or other claims relating to any
Transaction Agreement (other than the Distribution Agreement) or relating to any ongoing commercial agreement between
any member of the Verizon Group and any member of the Spinco Group shall be governed by the terns of such agreement
and not by this Article X (except to the extend expressly so stated in such Transaction Agreement), and indemnification for
all matters relating to Taxes shall be governed by terms, provisions and procedures of the Tax Sharing Agreement and not
this Article X.

10.3 Limitation on Claims for Indernnifiable Losses .  Notwi ths t anding anyth ing to t he  cont ra ry

conta ined  here in :

(a) No claim may be asserted by any Surviving Corporation Indemnity under this Article X arising from any
failure to transfer any Spinco Asset to Spinco unless such claim is asserted, if at all, within 18 months from the Closing Date.

(b) No Indemnity shall be liable to or obligated to indemnify any Indemnity hereunder for any
consequential, special, punitive or exemplary damages including, but not limited to, damages arising from loss or interruption
of business, profits, business opportunities or goodwill, or any cost or expense related thereto, except to the extent such
damages are payable to or have been recovered by a third person and are the subject of a Third Party Claim for which
indemnification is available under the express terms of this Article X.

(c) Verizon and the Company shall cooperate with each other with respect to resolving any claim or liability
with respect to which one party is obligated to indemnify the other party (or its Affiliates) hereunder, including by using all
commercially reasonable efforts to mitigate the Losses and resolve any such claim or liability prior to initiating litigation.

10.4 Defense of Claims.
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(a) Thi;d Party Claims. If any Indemnity receives notice of the assertion of any claim or of the
commencement of any action or proceeding by any entity that is not either a Surviving Corporation Indemnity or a Verizon
Indemnity (each, a "Third Party Clairn") against such Indemnity, with respect to which an Indemnity is obligated to
provide indemnification under this Agreement, the Indemnity will give such Indemnity prompt written notice thereof, but in
any event not later than ten calendar days after receipt of notice of such Third Party Claim, provided, however, that the
failure of an Indemnity to notify the Indernnitor within the time period set forth herein shall only relieve the Indemnity from
its obligation to indemnify to the extent that the Indemnity is materially prejudiced by such failure or delay (whether as a
result of the forfeiture of substantive rights or defenses or otherwise). Upon receipt of notification of a Third Party Claim,
the Indemnity shall be entitled, upon written notice to the Indemnity, to assume the investigation and defense thereof at
such Indernnitor's expense with counsel reasonably satisfactory to the Indemnity, provided, however, that the Indemnity
shall not have the right to assume the defense of any Third Party Claim in the event such Third Party Claim is primarily for
injunctive relief or criminal penalty of the Indemnity, in which case the reasonable fees and expenses of counsel to the
Indemnity in connection with such Third Party Claim shall be considered "Losses" for purposes of this
Agreement. Whether or not the Indemnity elects to assume the investigation and defense of any Third Party Claim, the
Indemnity shall have the right to employ separate counsel and to participate in the investigation and defense thereof,
provided, however, that the Indemnity shall pay the fees and disbursements of such separate counsel unless (_l) the
employment of such separate counsel has been specifically authorized in writing by the Indemnity, Q) the Indemnity has
failed to assume the defense of such Third Party Claim within 20 calendar days after receipt of notice thereof with counsel
reasonably satisfactory to such Indernnitee, or (Q) the named parties to the proceeding in which such Third Party Claim has
been asserted include both the Indemnity and such Indernnitee and, in the reasonable judgment of counsel to such
Indemnity, there exists one or more good faith defenses that may be available to the Indemnity that are in conflict with
those available to the Indemnity or that the Indemnity and Indemnity have actual material conflicting interests with respect
to such Third Party Claim. Notwithstanding the foregoing, the Indemnity shall not be liable for the fees and disbursements
of more than one counsel for all lndemnitees in connection with any one proceeding or any similar or related proceedings
arising from the same general allegations or circumstances. Without the prior written consent of an Indemnity, which shall
not be unreasonably withheld, conditioned or delayed, the Indeninitor will not enter into any settlement of or consent to the
entry ofjudgrnent in connection with any Third Party Claim that (i) would lead to liability or create any financial or other
obligation on the part of the lndernnitee, (Q) does not contain, as an unconditional term thereof, the release of the Indemnity
from all liability in respect of such Third Party Claim or such Third Party Claim is not dismissed against the Indemnity with
prejudice and without the imposition of any financial or other obligation on the Indemnity or () admits the liability or fault
of the Indemnity (the "Settlement Requirements"). If a settlement offer solely for money damages (and otherwise satisfying
the Settlement Requirements) is made to resolve a Third Party Claim and the Indemnity notifies the Indemnity in writing of
the Indemnity's willingness to accept the settlement offer and pay the amount called for by such offer without reservation of
any rights or defenses against the Indemnity and if the Indernnitee fails to consent to such settlement offer within ten
calendar days after its receipt of such notice, Indemnity may continue to contest such claim, free of any participation by the
Indemnity, and the amount of any ultimate liability with respect to such Third Party Claim that the Indemnity has an
obligation to pay hereunder shall be limited to the lesser of (a) the amount of the settlement offer that the Indemnity
declined to accept plus the Losses of the Indemnity relating to such Third Party Claim through the date of its rejection of the
settlement offer and (y) the aggregate Losses of the Indemnity with respect to such claim. The party controlling any defense
shall keep the other party advised of the status of such Third Party Claim and the defense thereof and shall consider in good
faith all reasonable recommendations made by the other party with respect thereto.
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(b) Direct Claims. Any claim by an Indemnity for Losses that do not result from a Third Party Claim (each,
a "Direct Claim") shall be asserted by giving the Indemnity prompt written notice thereof, but in any event not later than 60
calendar days after the incurrence thereof or such Indemnity's actual knowledge of such event (whichever is later),
provided, however, that the failure of an Indemnity to notify the Indemnity within the time period set forth herein shall only
relieve the Indemnity from its obligation to indemnify to the extent that the Indemnity is materially prejudiced by such
failure or delay (whether as a result of the forfeiture of substantive rights or defenses or otherwise), and the Indemnity will
have a period of 30 calendar days within which to respond in writing to such Direct Claim. If the Indemnity does not so
respond within such 30 calendar day period, the Indemnity will be deemed to have accepted such claim. If the Indemnity
rejects such claim, the Indemnity will be free to pursue such remedies as may be available to the Indemnity on the terms
and subject to the provisions of this Article X.

10.5 Subrogation. If after the making of any Indemnification Payment, the amount of the Losses to which
such payment relates is reduced by recovery, settlement or otherwise under any insurance coverage, or pursuant to any claim,
recovery, settlement or payment by or against any other Person, the amount of such reduction (less any costs, expenses,
premiums or Taxes incurred in connection therewith) as and when actually received by the Indemnity will promptly be
repaid by the Indemnity to the Indemnity. Upon making any Indemnification Payment, the Indemnity will, to the extent of
such Indemnification Payment, be subrogated to all rights of the Indernnitee against any third party that is not an Affiliate of
the Indemnity in respect of the Losses to which the Indemnification Payment relates,provided, however, that (a) the
Indemnity shall then be in compliance with its obligations under this Agreement in respect of such Losses, and (Q) until the
Indemnity recovers full payment of its Losses, all claims of the Indemnity against any such third party on account of said
Indemnification Payment will be subrogated and subordinated in right of payment to the Indemnity's rights against such
third party. Without limiting the generality or effect of any other provision of this Article X, each such Indemnity and
Indemnity will duly execute upon request all instruments reasonably necessary to evidence and perfect the above-described
subrogation and subordination rights.
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10.6 Qther Rights and Remedies. Following the Closing, the sole and exclusive remedy at law for Verizon or
the Company and all Affiliates thereof for any claim (whether such claim is framed in tort, contract or otherwise) arising out
of a breach of this Agreement or the Distribution Agreement (to the extent permitted in Section 6.1 of the Distribution
Agreement), other than a claim for fraud or willful and knowing misconduct, shall be a claim by Verizon or the Company for
indemnification pursuant to this Article X.

ARTICLE XI

MISCELLANEOUS

11.1 Expenses. Except as expressly set forth in any Transaction Agreement, each party shall bear its own fees

and expenses in connection with the transactions contemplated hereby,provided, however, that:

(i) if the Merger is consummated, Verizon and the Company shall each bear and be responsible for
50% of all Distribution/Merger Transfer Taxes and all recording, application and filing fees associated with the
transfer of the Spinco Assets in connection with the transactions contemplated by the Distribution Agreement
(including the transfer of Spinco Owned Real Property and Real Property Interests such as railroad crossing rights
and easements),

(ii) if the Debt Exchange is consummated, (A) Verizon shall pay and be responsible for all fees and
expenses of its exchange counterparties and financial and legal advisors and (B) Verizon and the Company shall
each bear and be responsible for 50% of all other costs and expenses in connection with the Debt Exchange
(including any printing costs, trustees fees and roadshow expenses) ,

(iii) Verizon shall pay the fees and reimbursable expenses of the independent valuation firm referred
to in Section 8.l(k) that are incurred in connection with the preparation and delivery of the Solvency Opinion, and
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(iv) the costs of any tiling fees or any advisor or consultant hired by any Governmental Agency with
the mutual consent of Verizon and the Company (or to which neither party has the right to disapprove), as
contemplated by Section 7.6, regardless of which party is allocated such costs under Law, shall be considered joint
costs and the non-paying party shall reimburse the paying party for 50% of such costs within 30 days of receipt of
an invoice for same.

If any party pays an amount that is the responsibility of another party pursuant to this Section 11.1, such paying
party shall be promptly reimbursed by the party responsible for such amount. If the Closing occurs, such reimbursement
shall occur on the Closing Date to the extent the paying party provides evidence of such payments at least 10 Business Days
prior to the Closing Date.

11.2 Notices. Any notice required to be given to a party hereunder shall be sufficient if in writing, and sent by
facsimile transmission (with receipt confirmed,provided that any notice received by facsimile transmission at the addressee's
location on any Business Day after 5:00 p.m, (addressee's local time) shall be deemed to have been received at 9:00 a.m.
(addressee's local time) on the next Business Day), by reliable overnight delivery service (with proof of service), hand
delivery or certified or registered mail (return receipt requested and first-class postage prepaid), addressed as follows:

If to Spinco (prior to the Effective Time) or Verizon, to:

Verizon Communications Inc.
140 West Street
New York, NY 10007
Facsimile: (908) 766-3813
Attn; Marianne Drost

Senior Vice President, Deputy General Counsel and Corporate Secretary

With a copy to (which shall not constitute notice):

Debevoise & Plimpton LLP
919 Third Avenue
New York, NY 10022
Facsimile: (212) 909-6836
Attn: Jeffrey J. Rosen

Kevin M. Schmidt P

If to the Company, to:
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Frontier Communications Corporation

3 High Ridge Park
Stamford, CT 06905
Facsimile: (203) 614-4661
Attn: Donald R. Shassian

Executive Vice President and Chief Financial Officer

and

Frontier Communications Corporation
3 High Ridge Park
Stamford, CT 06905
Facsimile: (203) 614-4651
Attn: Hilary E. Glassman, Senior Vice President, General Counsel and Secretary

with a copy to (which shall not constitute notice):

Cravats, Swayne & Moore LLP
825 Eighth Avenue
New York, NY 10019
Facsimile: (212) 474-3700
Attn: Robert I. Townsend, III

Craig F. Ariella

or to such other address as any such party shall specify by \vritt9n nnfir'p en given, and such notice shall be deemed to have
been delivered as of the date so telecommunicate, delivered or mailed. Any party to this Agreement may notify any other
party of any changes to the address or any of the other details specified in this paragraph,provided, however, that such
notification shall only be effective on the date specified in such notice or five Business Days after the notice is given,
whichever is later. Rejection or other refusal to accept or the inability to deliver because of changed address of which no
notice was given shall be deemed to be receipt of thenotice as of the date of such rejection, refusal or inability to
deliver. Verizon and Spinco shall provide to the Company in a manner consistent with this Section 11.2 copies of any
notices that either may deliver to the other under the Distribution Agreement.

11.3 Interpretation, Consent.

(a) When a reference is made in this Agreement to an Article or Section, such reference shall be to an Article
or Section of this Agreement unless otherwise indicated. The table of contents to this Agreement, and the Article and Section
headings contained in this Agreement, are for reference purposes only and shall not affect in any way the meaning or
interpretation of this Agreement. Whenever the words "include," "includes" or "including" are used in this Agreement, they
shall be deemed to be followed by the words "without limitation." The words "hereof," "herein" and "hereunder" and words
of similar import when used in this Agreement shall refer to this Agreement as a whole and not to any particular provision of
this Agreement. The term "or" is not exclusive. All terms defined in this Agreement shall have the defined meanings when
used in any certificate or other document made or delivered pursuant hereto unless otherwise defined herein. The definitions
contained in this Agreement are applicable to the singular as well as the plural forms of such terms and to the masculine as
well as to the feminine and neuter genders of such terms. Unless otherwise specified, any agreement, instrument or statute
defined or referred to herein or in any agreement or instrument that is referred to herein means such agreement, instrument or
statute as from time to time amended, modified or supplemented, including (in the case of agreements or instruments) by
waiver or consent and (in the case of statutes) by succession of comparable successor statutes and includes all attachments
thereto and instruments incorporated therein. References to a person are also to its permitted successors and assigns.
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(b) Each of the parties hereto has participated in the drafting and negotiation of this Agreement. If an
ambiguity or question of intent or interpretation arises, this Agreement must be construed as if it is drafted by all the parties
hereto and no presumption or burden of proof shall arise favoring or disfavoring any party by virtue of authorship of any of
the provisions of this Agreement. For the avoidance of doubt, (i) "the business of the Company" or similar terms means the
business of the Company and its Subsidiaries, taken as a whole and (ii) "consistent with past practice" when used with
respect to Spinco or any of its Subsidiaries shall mean the past practice of Verizon and its Subsidiaries with respect to the
conduct of the Spinco Business.

(c) Any matter disclosed in any particular Section or Subsection of the Spinco Disclosure Letter, the Verizon
Disclosure Letter or the Company Disclosure Letter shall be deemed to have been disclosed in any other Section or
Subsection of this Agreement with respect to which such matter is relevant so long as the applicability of such matter to such
other Section or Subsection of this Agreement is reasonably apparent on its face.

(d) Unless otherwise expressly stated in this Agreement, any right of consent, approval or election given to
any party hereto may be exercised by such party in its sole discretion.

11.4 Severability. If any provision of this Agreement or the application of any such provision to any Person
or circumstance shall be declared judicially to be invalid, unenforceable or void, such decision shall not have the effect of
invalidating or voiding the remainder of this Agreement, it being the intent and agreement of the parties hereto that this
Agreement shall be deemed amended by modifying such provision to the extent necessary to render it valid, legal and
enforceable while preserving its intent or, if such modification is not possible, by substituting therefor another provision that
is valid, legal and enforceable and that achieves the original intent of the parties hereto.
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11.5 Assignment, Binding Effect. Neither this Agreement nor any of the rights, benefits or obligations
hereunder may be assigned by any of the parties hereto (whether by operation of law or otherwise) without the prior written
consent of all of the other parties, and any purported assignment without such consent shall be null and void. Subject to the
preceding sentence, this Agreement will be binding upon, inure to the benefit of and be enforceable by the parties hereto and
their respective successors and permitted assigns.

11.6 No Third Party Beneficiaries. Nothing in this Agreement, express or implied, is intended to or shall
confer upon any Person (other than Verizon, Spinco and the Company and their respective successors and permitted assigns)
any legal or equitable right, benefit or remedy of any nature whatsoever under or by reason of this Agreement, and, except as
provided in Article X with respect to Indemnities, no Person shall be deemed a third party beneficiary under or by reason of
this Agreement.

11.7 Limited Liability. Notwithstanding any other provision of this Agreement, no stockholder, director,
officer, Affiliate, agent or representative of any of the parties hereto, in its capacity as such, shall have any liability in respect
of or relating to the covenants, obligations, representations or warranties of such party under this Agreement or in respect of
any certificate delivered with respect hereto or thereto and, to the fullest extent legally permissible, each of the parties hereto,
for itself and its stockholders, directors, officers and Affiliates, waives and agrees not to seek to assert or enforce any such
liability that any such Person otherwise might have pursuant to applicable Law.

11.8 Entire Agreemgg. This Agreement (together with the other Transaction Agreements, the Confidentiality
Agreement, the exhibits and the Disclosure Letters and the other documents delivered pursuant hereto) constitutes the entire
agreement of all the parties hereto and supersedes all prior agreements and understandings, both written and oral, between or
among the parties, or any of them, with respect to the subject matter hereof.
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11.9 Governing Law. Except to the extent relating to the consummation of the Merger, which shall be
consummated in accordance with the DGCL, this Agreement shall be governed by, and construed in accordance with, the
laws of the State of New York without giving effect to the conflicts of law principles thereof.

11.10 Counterparts. This Agreement may be executed in two or more counterparts, each of which shall be
deemed to be an original, but all of which together shall constitute one agreement binding on the parties hereto,
notwithstanding that not all parties are signatories to the original or the same counterpart.

11.11 Waiver of Jury Trial. EACH OF THE PARTIES HERETO IRREVOCABLY WAIVES ALL RIGHT
TO TRIAL BY JURY IN ANY ACTION, SUIT, PROCEEDING OR COUNTERCLAIM (WHETHER BASED ON
CONTRACT, TORT OR OTHERWISE) ARISING OUT OF OR RELATING TO THIS AGREEMENT OR THE
ACTIONS OF THE PARTIES HERETO IN THE NEGOTIATION, ADMINISTRATION, PERFORMANCE AND
ENFORCEMENT HEREOF.

11.12 Jurisdiction. Enforcement; Service of Process. THE PARTIES HERETO AGREE THAT
IRREPARABLE DAMAGE WOULD OCCUR IN THE EVENT THAT ANY OF THE PROVISIONS OF THIS
AGREEMENT WERE NOT PERFORMED IN ACCORDANCE WITH THEIR SPECIFIC TERMS OR WERE
OTHERWISE BREACHED. IT IS ACCORDINGLY AGREED THAT THE PARTIES HQERETQ SHALL BE ENTITLED
TO AN INJUNCTION OR INUNCTIONS TO PREVENT BREACHES OF THIS AGREEMENT AND TO ENFORCE
SPECIFICALLY THE TERMS AND PROVISIONS OF THIS AGREEMENT IN ANY FEDERAL COURT LOCATED IN
THE STATE OF NEW YORK OR, IF SUCH FEDERAL COURTS DO NOT HAVE SUBJECT MATTER
JURISDICTION, OF ANY NEW YORK STATE COURT, THIS BEING IN ADDITION TO ANY OTHER REMEDY TO
WHICH THEY ARE ENTITLED AT LAW OR IN EQUITY. IN ADDITION, EACH OF THE PARTIES HERETO
(A) CONSENTS TO SUBMIT ITSELF TO THE PERSONAL JURISDICTION OF ANY FEDERAL COURT LOCATED
IN THE STATE OF NEW YORK OR, IF SUCH FEDERAL COURTS DO NOT HAVE SUBJECT MATTER
JURISDICTION, OF ANY NEW YORK STATE COURT IN THE EVENT ANY DISPUTE ARISES OUT OF THIS
AGREEMENT OR ANY OF THE TRANSACTIONS CONTEMPLATED BY THIS AGREEMENT, (8) AGREES THAT
IT WILL NOT ATTEMPT TO DENY OR DEFEAT SUCH PERSONAL JURISDICTION BY MOTION OR OTHER
REQUEST FOR LEAVE FROM ANY SUCH COURT AND (Q) AGREES THAT IT WILL NOT BRING ANY ACTION
RELATING TO THIS AGREEMENT OR ANY OF THE TRANSACTIONS CONTEMPLATED BY THIS AGREEMENT
IN ANY COURT OTHER THAN A FEDERAL COURT SITTING IN THE STATE OF NEW YORK OR, IF SUCH
FEDERAL COURTS DO NOT HAVE SUBJECT MATTER JURISDICTION, A NEW YORK STATE COURT. THE
PARTIES HEREBY AGREE THAT MAILING OF PROCESS OR OTHER PAPERS IN CONNECTION WITH ANY
SUCH ACTION OR PROCEEDING IN THE MANNER PROVIDED IN SECTION 11.2, OR IN SUCH OTHER MANNER
AS MAY BE PERMITTED BY LAW, SHALL BE VALID AND SUFFICIENT SERVICE THEREOF AND HEREBY
WAIVE ANY OBJECTIONS TO SERVICE ACCOMPLISHED IN THE MANNER HEREIN PROVIDED.
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11.13 Knowledge Convention. As used herein, the phrase "Spinco's Knowledge" and similar phrases shall
mean all matters actually known to the following individuals: Stephen E. Smith, J. Goodwin Bennett, Thomas R. Parker,
Karen Zacharia, Leonard Suchyta, David Feldman and Dale M. Chamberlain. As used herein, the phrase "Company's
Knowledge" and similar phrases shall mean all matters actually known to the following individuals: Hilary Glassman, Dan
McCarthy, Don Shassian and Celia McKinney.

[SIGNATURE PAGE FOLLOWS ]
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IN WITNESS WHEREOF, the parties hereto have executed this Agreement as of the date first above written.

VERIZON COMMUNICATIONS INC.,

By: /s/ John W. Diercksen
John W. Diercksen

Executive Vice President Strategy,
Planning and Development

NEW COMMUNICATIONS HOLDINGS INC.,

By: /s/ Stephen E. Smith

Stephen E. Smith

Vice President

FRONTIER COMMUNICATIONS CORPORATION,

By: /s/ Mary Agnes Wilderotter
Mary Agnes Wilderotter
Chairman of the Board of Directors,
President and
Chief Executive Officer
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Exhibit 10.1

DISTRIBUTION AGREEMENT

BY AND BETWEEN

VERIZON COMMUNICATIONS mc,

AND

NEW COMMUNICATIONS HOLDINGS INC.

DATED AS OF May 13, 2009
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DISTRIBUTION AGREEMENT

This DISTRIBUTION AGREEMENT (this "A r_eement"), dated as of May 13, 2009, by and between Verizon

Communications Inc., a Delaware corporation ("Verizon"), and New Communications Holdings Inc., a Delaware corporation

and a wholly-owned subsidiary of Verizon ("Spinco" and, together with Verizon, the "Partial").

RECITALS

WHEREAS, Spinco is a newly-fonned, wholly-owned, direct Subsidiary of Verizon,

WHEREAS, Verizon, Spinco and Frontier Communications Corporation, a Delaware corporation (the "Comma "),

have entered into an Agreement and Plan of Merger, of even date herewith (as such agreement may be amended from time to

time, the "Merger Agreement"), pursuant to which, at the Effective Time, Spinco will merge with and into the Company,

with the Company continuing as the surviving corporation (the "L\_/[£88g"),

WHEREAS, this Agreement and the other Transaction Agreements (as defined herein) set forth certain transactions

that are conditions to consummation of the Merger,

WHEREAS, prior to the Distribution (as defined herein) upon the terms and subject to the conditions set forth in this

Agreement, Verizon will, pursuant to a series of restructuring transactions that will occur prior to the Distribution, (4) transfer

or cause to be transferred (i) to Spinco and (L) by Spinco to the Non-ILEC Spinco Subsidiary (as defined herein) and to one

or more wholly-owned Subsidiaries of the Non-ILEC Spinco Subsidiary (as may be designated by the Non-ILEC Spinco

Subsidiary) all of the Non-ILEC Spinco Assets (as defined herein), each such transfer to be subject to the assumption by such

entity or entities of the Non-ILEC Spinco Liabilities (as defined herein), (b) to the extent the ILEC Spinco Assets and the

ILEC Spinco Liabilities are not currently located within an ILEC Spinco Subsidiary, transfer or cause to be transferred,

including by one or more of its Subsidiaries, to the ILEC Spinco Subsidiaries (as defined herein) all of the ILEC Spinco

Assets (as defined herein), subject to the assumption by such entities of the ILEC Spinco Liabilities (as defined herein), and

shall directly or indirectly transfer the ILEC Spinco Subsidiaries (after receiving the stock of a Subsidiary holding certain

ILEC Spinco Subsidiaries from its Subsidiaries in a series of internal distributions) to Spinco and (g_) to the extent any Assets

that are not Spinco Assets and any Liabilities that are not Spinco Liabilities are currently located within an ILEC Spinco

Subsidiary, transfer or cause to be transferred by any such ILEC Spinco Subsidiary such Assets or Liabilities to Verizon or an

Aff iliate of Verizon;
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WHEREAS, in exchange for the transfers contemplated by the immediately preceding recital, Spinco will (a) pay to

Verizon the Special Payment (as defined herein) and (b) if applicable, distribute to Verizon the Spinco Securities (as defined

herein), all upon the terms and subject to the conditions set forth in this Agreement (the transactions described in this recital

and in the immediately preceding recital, collectively, the "Qontribution"),

WHEREAS, upon the terms and subject to the conditions set forth in this Agreement, Verizon will distribute (the

" Distribution") all of the issued and outstanding shares of common stock, par value 3,01 per share, of Spinco ("Spinco

Common Stock") to the holders as of the Record Date (as defined herein) of the outstanding shares of common stock, par

value 35. 10 per share, of Verizon ("Verizon__Coxnmon Stock") and, to the extent applicable, to such persons who received

Verizon Common Stock pursuant to the exercise of Record Date Options (as defined below),

WHEREAS, the Parties to this Agreement intend that (9 each Internal Spinoff qualify as a distribution eligible for

nonrecognition under Sections 355(a), 355(c) or 36 l(c) of the Code, as applicable, (N) the Contribution, together with the

Distribution, qualify as a tax-tree reorganization under Section 368(a)(l)(D) of the Code, (iii) the Distribution qualify as a

distribution of Spinco stock to Verizon stockholders eligible for nonrecognition under Sections 355(a) and 36l(c) of the

Code, (Q) no gain or loss be recognized by Verizon for federal income tax purposes in connection with the receipt of the

Spinco Securities (as defined herein) or the consummation of the Debt Exchange (as defined herein), (y) the Special Payment

qualify as money transferred to creditors or distributed to shareholders in connection with the reorganization within the

meaning of Section 361(b)(l) of the Code, to the extent that Verizon distributes the Special Payment to its creditors or

shareholders in connection with the Contribution, (Q) the Merger qualify as a tax-free reorganization pursuant to Section 368

of the Code, and (Q) no gain or loss be recognized as a result of such transactions for federal income tax purposes by any of

Verizon, Spinco, the Company and their respective stockholders and Subsidiaries (except to the extent of cash received in

lieu of fractional shares), and

WHEREAS, the Parties to this Agreement intend that, except as set forth i Qectif .2.3 hereof, through ll' the

internal restructurings takenin contemplation of this Agreement, including the Internal Spinoffs, the Internal Restructurings,

the Contribution, andtheDistribution, the Spinco Employees shall maintain uninterrupted continuity of employment,

compensation and benefits, and also for union-represented employees, uninterrupted continuity of representation for purposes

of collective bargaining and uninterrupted continuity of coverage under their collective bargaining agreements, as

contemplatedby and provided in the Employee Matters Agreement.

2
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NOW, THEREFORE, in consideration of these premises, and of the representations, warranties, covenants and

agreements set forth herein, and for other good and valuable consideration, the receipt and sufficiency of which are hereby

acknowledged, the Parties hereby agree as follows:

ARTICLE I

Definition_§

Section 1.1 General. As used in this Agreement, the following terms shall have the following meanings (such

meanings to be equally applicable to both the singular and plural forms of the terns defined):

" Affiliate" means a Person that, directly or indirectly, through one or more intermediaries, controls or is

controlled by, or is under common control with, a specified Person. The term "control" (including, with correlative

meanings, the terns "controlled by" and "under common control with"), as applied to any Person, means the

possession, direct or indirect, of the power to direct or cause the direction of the management and policies of such

Person, whether through the ownership of voting securities or other ownership interest, by contract or otherwise,

provided, however, that for purposes of this Agreement, (i) from and after the Distribution Date, no member of

either Group shall be deemed an Affiliate of any member of the other Group and (Q) none of Cellco Partnership

(d/b/a Verizon Wireless) or any of its Subsidiaries shall be deemed Affiliates or Subsidiaries of Verizon.

"A ant" means the distribution agent agreed upon by Verizon and the Company, to be appointed by

Verizon to distribute the shares of Spinco Common Stock pursuant to the Distribution.

" Agreement" has the meaning set forth in the Preamble.

3
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" Applicable Rate" means the three-month LIBOR rate published by Bloomberg as "Ticker USOOIM" (or

any successor page) at approximately l 1:00 am, London time on the date which is two days prior to the date such

rate is determined plus 200 basis points, such rate to be reset every 90 days."

" Asset" means any and all assets, properties and rights, wherever located, whether real, personal or mixed,

tangible or intangible, including the following (in each case, whether or not recorded or reflected or required to be

recorded or reflected on the books and records or financial statements of any Person): (i) accounts and notes

receivable (whether current or non-current), (ii) Cash and Cash Equivalents, debentures, bonds, notes, evidences of

indebtedness, certificates of interest or participation in profit~sharing agreements, collateral-trust certificates,

reorganization certificates or subscriptions, transferable shares, investment contracts, letters of credit and

performance and surety bonds, voting-trust certificates, puts, calls, straddles, options and other securities of any

kind, and all loans, advances or other extensions of credit or capital contributions to any other Person, (iii) rights

under leases (including real property leases), contracts, licenses, permits, distribution arrangements, sales and

purchase agreements, joint operating agreements, other agreements and business arrangements, (iv) owned real

property, (v) leased real property, fixtures, trade fixtures, machinery, equipment (including oil and gas,

transportation and office equipment), tools, dies and furniture, (vi) office supplies, production supplies, spare parts,

other miscellaneous supplies and other tangible property of any kind, including all antennas, apparatus, cables,

electrical devices, fixtures, equipment, furniture, office equipment, broadcast towers, motor vehicles and other

transportation equipment, special and general tools, test devices, transmitters and other tangible personal property,

(vii) computers and other data processing equipment and software, (viii) raw materials, work~in-process, finished

goods, consigned goods and other inventories, (ix) prepayments or prepaid expenses, (x) claims, causes of action,

rights under express or implied warranties, rights of recovery and rights of setoff of any kind, (xi) Information, (xii)

advertising materials and other printed or written materials, (xiii) goodwill as a going concern and other intangible

properties, and (xiv) licenses and authorizations issued by any Governmental Authority. "Assets" shall not include

any Excluded Assets.

"Blended Customer Contracts" means Contracts with customers of Verizon or one of its Subsidiaries, in

each case to which Verizon, one of the Contributing Companies or another Subsidiary of Verizon is a party, and in

each case which provide for such customers to receive one or more products or services that are offered by the

Spinco Business as well as one or more products or services that are offered by the Verizon Business, other than

Contracts relating to Retained Customer Accounts listed on Section l.1(a) of the Disclosure Letter.

4
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"Business Day" means a day, other than Saturday, Sunday or other day on which commercial banks in New

York, New York are authorized or required by applicable Law to close.

"Cash and Casl;._l uivalents" means, as of any date of determination, all cash and cash equivalents,

including certificates of deposit or bankers' acceptances maturing within one year from the date of acquisition

thereof, and marketable direct obligations issued by, or unconditionally guaranteed by, the United States government

or an agency thereof, and investments in money market funds and other liquid investments, including all deposited

but uncleared bank deposits _

"Claims Made Policies" has the meaning set forth in Section 6.5(a).

"Closing" has the meaning set forth in the Merger Agreement.

"Closing Date" has the meaning set forth in the Merger Agreement.

"Closing Statemgg" has the meaning set forth in Section 5. 1(a).

"Code" means the Internal Revenue Code of 1986, as amended from time to time

"Company" has the meaning set forth in the Recitals.

"Company Common Stock" has the meaning set forth in the Merger Agreement,

"Company Ihird Party Intellectual Property" has the meaning set forth in the Merger Agreement.

"Contract" means any contract, agreement or binding arrangement or understanding, whether written or

oral and whether express or implied.

5
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"Contributing Companies" means Verizon North Inc., a Wisconsin corporation, Verizon Northwest Inc., a

Washington corporation, Verizon West Coast Inc, a California corporation, Contei of the South, Inc., a Georgia

corporation, Verizon California Inc., a California corporation, Verizon South Inc., a Virginia corporation, Verizon

West Virginia Inc., a West Virginia corporation, Verizon Enterprise Solutions LLC, a Delaware limited liability

company, Verizon Long Distance LLC, a Delaware limited liability company, Verizon Online LLC, a Delaware

limited liability company, and Verizon Credit Inc., a Delaware corporation, and any other Subsidiary of Verizon that

employs Spinco Business Employees (as defined in the Merger Agreement) as of the Ciosing Date.

"Contribution" has the meaning set forth in the Recitals.

"Current Assets"means total current assets of the Spinco Business, detennined in accordance with the last

sentence of Section 5. 1(a), as of the opening of business on the Distribution Date.

"Current Liabilities" means the total current liabilities of the Spinco Business, determined in accordance

with the last sentence of Section 5. 1(a) as of the opening of business on the Distribution Date.

"Cutover Plan Support Agreement" means the Cutover Plan Support Agreement entered into on the date

hereof, between Verizon Information Technologies LLC and the Company as such agreement may be amended from

time to time.

"Debt Exchange" has the meaning set forth in Section 2.4(c).

"Disclosure Letter"means the schedule prepared and delivered by Verizon to Spinco as of the date of this

Agreement.

" Dispute Resolution Request" has the meaning set forth in Section 5.l(c).

"Distribution" has the meaning set forth in the Recitals.

6
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"Qiggbution Date" means the date that the Distribution shall become effective.

" Distribution Da.ge Spinco Indebtedness" has the meaning set forth in the Merger Agreement.

" Distribution Date Working Capital" means the amount, if any, by which Current Assets exceeds Current

Liabilities (or, if Current Liabilities exceeds Current Assets, the amount of such excess expressed as a negative

number) as of the opening of business on the Distribution Date prior to the application of purchase accounting

entries to the Surviving Corporation's opening balance sheet.

" Effective Time" has the meaning set forth in the Merger Agreement.

"Election"has the meaning set forth in Section 2.4(d).

" Employee Matters Agreement" means the Employee Matters Agreement entered into among Verizon,

Spinco and the Company on the date hereof, as such agreement may be hereafter amended from time to time.

" Excluded Assets" means (i) all Intellectual Property Assets, which shall be governed exclusively by the

Intellectual Property Agreement, (Q) all assets relating to Taxes (except to the extent included in Current Assets),

and () all assets consisting of or relating to any benefits or any benefit plans, programs, agreements or

arrangements, which shall be governed exclusively by the Employee Matters Agreement and, to the extent

applicable, the Merger Agreement.

"Exguded LiamLQ:§"means (i) all liabilities for or in respect of any Intellectual Property Assets, (Q) all
liabilities for or in respect of Taxes (except to the extent included in Current Liabilities) and () all liabilities for or
in respect of any benefits or any benefit plans, programs, agreements or arrangements, which shall be govevpefl
exclusively by the Employee Matters Agreement and, to the extent applicable, the Merger Agreement.

"Final Closing Statement" has the meaning set forth in Section 5.l(c).

7
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" L iar Distribution Date Working Capital"has the meaning set forth in Section 5.1(d).

"Financial Instniments" means credit facilities, guarantees, commercial paper, interest rate swap

agreements, foreign currency forward exchange contracts, letters of credit, surety bonds and similar instruments.

" MOS Intellectual Property Agreement" means the FS Intellectual Property Agreement to be entered into

among Verizon Patent and Licensing Inc., Spines and the Company, substantially in the form of Exhibit B hereto.

" FiOS Software License Agreement" means the FS Software License_Agreement to be entered into among

Verizon Infonnation Technologies LLC, Spinco and the Company, substantially in the form of Exhibit C hereto.

"FiOS Trademark License Agreement" means the FS Trademark License_Agreement to be entered into

between Verizon Licensing Company and the Company, substantially in the form of Exhibit D hereto.

" GAAP" means United States generally accepted accounting principles.

"Governmental Authority" has the meaning set forth in the Merger Agreement.

"Group" means the Verizon Group or the Spinco Group, as the case may be.

"GTE" means GTE Corporation, a New York corporation.

"QEC" means an incumbent local exchange carrier, as deNned in 47 U.S.C. § 251(h).

" ILEC Spinco Assets" means Spinco Assets which are subject to regulations applicable to ILE Cs

promulgated by one or more of the public utility commissions in the states of Arizona, California, Idaho, Illinois,

Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West Virginia and

Wisconsin.

8
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"ILEC Spinco Liabilities"means Spinco Liabilities to the extent arising from or relating to ILEC Spinco
Assets.

" EC Spinco Subsidiaries" means Verizon North Inc., a Wisconsin corporation, Verizon Northwest Inc., a

Washington corporation, Verizon West Coast Inc., a California corporation, Conte! of the South, Inc, a Georgia

corporation, New Communications of the Southwest Inc., a newly formed Delaware corporation, New

Communications of the Carolinas Inc., a newly formed Delaware corporation, and Verizon West Virginia Inc., a

West Virginia corporation.

" Indebtedness" means, with respect to Spinco and the Spinco Subsidiaries, all indebtedness for borrowed

money, including the aggregate principal amount thereof, and any accrued interest thereon.

" Information" means all lists of customers, records pertaining to customers and accounts, copies of

Contracts, personnel records, lists and records pertaining to customers, suppliers and agents, and all accounting and

other books, records, ledgers, files and business records, data and other information of every kind (whether in paper,

microfilm, computer tape or disc, magnetic tape or any other form).

" Information Statement" means the information statement forming part of Spinco's Registration Statement

on Form 10.

" Intellectual Property Agreement" means the Intellectual Property Agreement to be entered into among

Verizon Patent and Licensing Inc., Spinco and the Company in the form of Exhibit E hereto.

"Intellectual Property Assets"means all Statutory Intellectual Property and Non-Statutory Intellectual

Property.

" Internal Restn1cturing,§" has the meaning set forth in the Merger Agreement.

9
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" Internal Spinoffs" has the meaning set forth in the Merger Agreement,

" Law" has the meaning set forth in the Merger Agreement.

" Leased Real Property" means all leasehold or sub leasehold estates and other rights of Verizon or its

Affiliates to use or occupy any land, buildings or structures located in the Territory that are used primarily in the

conduct of the Spinco Business, including those listed in Section l.l(b) of the Disclosure Letter.

"Liabiiitv" or "Liabilities" means all debts, liabilities and obligations (including those arising under

Contracts) whether absolute or contingent, matured or unmatured, liquidated or unliquidated accrued or unaccrued,

known or unknown, whenever arising, and whether or not the same would properly be reflected on a balance

sheet. "Liabilities" shall not include any Excluded Liabilities.

" Litigation Matters" means all pending or threatened litigation, investigations, claims or other legal matters

that have been or may be asserted against, or otherwise adversely affect, Verizon or Spinco (or members of either

Group).

" Merger" has the meaning set forth in the Recitals.

"Merger Agreement" has the meaning set forth in the Recitals.

"Non-ILEC Spinco Assets" means Spinco Assets other than ILEC Spinco Assets.

"Non-ILEC Splmco Liabilities" means Spinco Liabilities other than ILEC Spinco Liabilities.

"Non-ILEC Spinco Subsidiary" means New Communications Online and Long Distance Inc., a

formed Delaware corporation and a wholly-owned Subsidiary of Spinco.
newly

10
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"Non-Statutory Intellectual Property" means all unpatented inventions (whether or not patentable), trade

secrets, know-how and proprietary information, including but not limited to (in whatever form or medium),

discoveries, ideas, compositions, formulas, computer programs (including source and object codes), computer

software documentation, database, drawings, designs, plans, proposals, specifications, photographs, samples,

models, processes, procedures, data, information, manuals, reports, financial, marketing and business data,

information, manuals, reports and pricing and cost information, correspondence arid notes, and any rights or licenses

in the foregoing which may be granted without the payment of compensation or other consideration to any Person,

provided, however, that, notwithstanding anything to the contrary, the definition of "Non-Statutory Intellectual

Property" shall not include any Statutory Intellectual Property.

"Occurrence Basis Policies" has the meaning set forth in Section 6.5(a).

"Owned Real Property" means all land in the Territory that is owned by Verizon or its Affiliates and used

primarily in the conduct of the Spinco Business, together with all buildings, structures, improvements and fixtures

located thereon, subject to all easements and other rights and interests appurtenant thereto, including existing third

party rights and interests .

"B§11@§" has the meaning set forth in the Preamble.

" Person" or "person" means a natural person, corporation, company, joint venture, individual business

trust, trust association, partnership, limited partnership, limited liability company or other entity, including a

Governmental Authority.

"gglicies" means all insurance policies, insurance contracts and claim administration contracts of any kind

of Verizon and its Subsidiaries (including members of the Spinco Group) and their predecessors which were or are

in effect at any time at or prior to the Distribution Date, including commercial general liability, automobile,

workers' compensation, excess and umbrella, aircraft, crime, property arid business interruption, directors' and

officers' liability, fiduciary liability, employment practices liability, errors and omissions, special accident,

environmental, inland and marine, and captive insurance company arrangements, together with all rights, benefits

and privileges thereunder.
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"Privileged Information" means with respect to either Group, Information regarding a member of such

Group or any of its operations, Assets or Liabilities (whether in documents or stored in any other font or Mown to

its employees or agents) that is or may be protected from disclosure pursuant to the attorney-client privilege, the

work product doctrine or another applicable privilege, that a member of the other Group may come into possession

of or obtain access to pursuant to this Agreement or otherwise.

" Real Propertv nterests" means all easements, rights of way, and licenses (whether as licensee or licensor)

in real property that are used primarily in the conduct of the Spinco Business, and excluding all Owned Real

Property and property and interests subject to Real Property Leases,

"Real Property Leases"means all leases, subleases, concessions and other agreements (written or oral)

pursuant to which any Leased Real Property is held, including the right to all security deposits and other amounts

and instruments deposited thereunder.

" Reclassification" has the meaning set forth 'm Section 4.2.

" Record Date" means the close of business on the date to be determined by the Board of Directors of

Verizon as the record date for determining stockholders of Verizon entitled to participate in the Distribution, which

date shall be a Business Day preceding the Distribution Date.

"Records)ate Options" has the meaning set forth in the Employee Matters Agreement.

"Represeiga " means with respect to any Person, any of such Person's directors, managers or persons

acting in a similar capacity, officers, employees, agents, consultants, financial and other advisors, accountants,

attorneys and other representatives.

" Retained Contract" means (i) any Contract entered into by Verizon or any Subsidiary of Verizon (other

than Spinco or a Spinco Subsidiary), on the one hand, with a non-Affiliate of Verizon, on the other hand, which is

used or held for use in the conduct of the Spinco Business as well as the Verizon Business, other than any Blended

Customer Contract, and (ii) any Contract entered into solely between or among Verizon and/or Affiliates of Verizon,

other than (a) Transferred Affiliate Arrangements, including, in each case, those Contracts listed in Section 1,l(c) of

the Disclosure Letter and (b) Contracts governing Retained Customer Accounts.

12
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"Retained Customer Accou3§" means those customer accounts identitled on Section 1.1(a) of the

Disclosure Letter.

"Software License Agreement" means the Verizon Software License Agreement to be entered into among

Verizon Information Technologies LLC, Spinco and the Company, in the form of Exhibit F hereto.

"Special Payment" means a payment made by Spinco to West in an amount which shall not exceed (i) the

lesser of(x) $3.333 billion and (y) West's estimate of its tax basis in Spinco minus (Q) the amount of Distribution

Date Spinco Indebtedness, such amount to be set forth in a certificate delivered pursuant to Section 7. l8(g) of the

Merger Agreement (as updated in accordance with such section).

" Speci,3LI1ayment Financing" has the meaning set forth in the Merger Agreement.

" Spinco" has the meaning set forth in the Preamble, provided that, with respect to any period following the

Effective Time, all references to Spinco herein shall be deemed to be references to the Surviving Corporation.

"§pinco Assets"means, subject to Section 2.1(c), collectively:

(i) all of the right, title and interest of Verizon and its Affiliates in all Assets that are
primarily used or held for use in, or that primarily arise from, the conduct of the Spinco Business,
including:

(A)
Distribution Date,

those set forth on the Spinco Audited Balance Sheet to the extent held on the

(B) the Current Assets ,

13
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(C) all Owned Real Property and all Leased Real Property, together with all

buildings, towers, facilities and other structures and improvements located thereon,

(D) all Real Property interests,

(E) all Telephone Plant,

(F) all Contracts,

(G) all existing fiber-to-the-premises ("FiOS") network elements from and

including the video hub ofHce(s) ("VHO") to the end-user customers consisting primarily of

elements of the VHO, trunks and other connecting facilities from the VHO to the serving oNces

and all connections from sewing offices to end-user customers in the states of Indiana, Oregon

and Washington,

(ii ) all other Assets of Spinco and the Spinco Subsidiaries to the extent specifically assigned

to any member of the Spinco Group pursuant to this Agreement or any other Transaction Agreement,

(iii) the capital stock of each Spinco Subsidiary (it being agreed that the physical certificates

representing such capital stock shall be delivered to Spinco by Verizon no later than the Distribution Date),

( iv )
Arrangements v

all rights of the Contributing Companies in respect of the Transferred Affiliate

(v ) those rights in the Blended Customer Contracts as are allocated to Spinco as

contemplated by Section7.8(e) of the Merger Agreement and the obligations of Verizon described in

Section 7.8(f) of the Merger Agreement,

(v i) all claims, causes of action and rights (or any share thereof) to the extent related to or

arising from any other Spinco Asset or Spinco Liability, and

14
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(vii) any additional Assets set forth on Section 1.l(d) of the Disclosure Letter,

provided that, notwithstanding the foregoing, in no event will the Spinco Assets include:

I, any Excluded Assets and Verizon Third Party

Intellectual Property or Company Third Party Intellectual Property,

H. any Verizon Assets,

IH. any Retained Contracts and any Contracts governing
Retained Customer Accounts,

any Cash and Cash Equivalents or short-term
investments 7

V. any Assets of Verizon Business Global LLC, f/k/a

MCI, LLC, which is the successor to the business of MCI, Inc., and direct and indirect

Subsidiaries of Verizon Business Global LLC,

VI, any Assets of Verizon Network Integration Corp.,

VII. any Assets of Verizon Federal Inc.,

VIII. any Assets of Federal Network Systems LLC,

IX. any Assets of Verizon Global Networks Inc.,

any Assets of Verizon Select Services Inc., and

r

XI. any Assets of Cellco Partnership (d/b/a Verizon
Wireless).

15
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"Spinco Audited Balance She " means the audited Combined Statements of Selected Assets, Selected

Liabilities and Parent Funding as of December 31, 2008 for the local exchange businesses and related landline

activities of Verizon in the Territory (including Internet access and certain long distance services provided to

customers in those states).

"Spinco Business" means:

(i) all of the incumbent local exchange carrier business activities and operations of Verizon

and its Affiliates in the Territory (consisting of local exchange service, "intra LATA" toll service, network

access service, enhanced voice and data services, digital subscriber line ("DSL") services, wholesale

services, operator services, directory assistance services, customer service to end users, and, in connection

with any of the foregoing, repairs, billing and collections), and

(ii) all of the following activities of Verizon and its Affiliates in the Territory:

(A) originating central office voice switched Long Distance ("LD") services in the
Territory switched by wire centers that are otherwise Spinco Assets, and

(B) the provision by Verizon Online LLC of dial-up, DSL and dedicated Internet

access services and related value added services taken by DSL customers located in the Territory,

(C) the resale of satellite to terrestrial video services, but only to the extent of the

assets described in clause (i)(G) of the definition of Spineo Assets.
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provided that, for the avoidance of doubt, "Spines Business" shall not include any other business activities or

operations of Verizon or its Affiliates whether or not conducted in the Territory, including:

( A ) the offering of wireless voice, data and other services by Cellco Partnership

(d/b/a Verizon Wireless) and its Affiliates,

(B)
directories,

publishing and printing telephone directories and publishing electronic

(C) monitoring, installation, maintenance and repair of customer premises

equipment and software, structured cabling, call center solutions and professional and other

services as provided by Verizon Network Integration Corp. or Verizon Select Services Corp.,

(D) multi-dwelling unit voice, data and video services as provided generally by

Verizon Avenue Corp., other than services provided pursuant to contracts entered into by Verizon

Avenue Corp. as agent for, or on behalf of, a Contributing Company,

(E) wireless telecommunications services, customer premises equipment, inside

wiring and cabling, and consulting services to or for federal government agencies offered by

Federal Network Systems LLC, and customer premises inside wiring and cabling, and consulting

services to or for federal government agencies offered by Verizon Federal Inc.,

(F) interstate, intrastate and local exchange services offered by Verizon or its

Affiliates (other than the Contributing Companies) consisting primarily of those services

conducted by them as successors to the business of MCI, Inc.;

(G) monitoring, provision, maintenance and repair of intrastate, interstate and

international telecommunications and information services, managed services, internet protocol

services, data center services, professional services, hosting services, web in frastmcture and

application management and other products, services and software as provided generally by

Verizon Business Global LLC, f/k/aMCI, LLC, which is the successor to the business of MCI,

Inc., or direct and indirect Subsidiaries of Verizon Business Global LLC,
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(H) consumer and small business customer premises equipment sales and services,

( I ) long haul switching, routing and transmission and other carrier services as

provided generally by Verizon Global Networks Inc.,

(J) prepaid card products, payphone dial around services (VSSLCARD) and

dedicated Internet access services as provided generally by Verizon Select Services Inc.,

(K) Verizon "Voice Over Internet Protocol" service, "Jobi" service and smart

touch service as provided generally by Verizon Long Distance LLC and Verizon Enterprise

Solutions LLC,

(L) security services as provided generally by Cybemust, Inc. and its Affiliates,

(M) any former MCI or Verizon Select Services Inc. business,

(N) operator services and directory assistance services to wireless carriers,

including Cellco Partnership (d/b/a Verizon Wireless) and any third-party wireless carrier,

(0) Verizon Smart Phone service as provided generally by Verizon Online LLC,
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(P) any "interLATA" non-ILEC switched or data services provided by Verizon

Long Distance LLC and Verizon Enterprise Solutions LLC, which includes private line,

asynchronous transfer mode ("ATM"), frame relay, Ethernet and dedicated access voice services

or any services that Verizon Long Distance LLC and Verizon Enterprise Solutions LLC provide

through separate third party Agreements, or

(Q)
entities.

similar activities conducted by successors to any of the foregoing named

" Spinco Common Stock" has the meaning set forth in the Recitals.

"§pinco Debt Expenses" means the aggregate amount of all fees and expenses payable to lenders or

lenders' advisors by Spinco or the Surviving Corporation pursuant to the terms of the Special Payment Financing or

otherwise arising directly from the consummation of the Special Payment Financing.

" Spinco Emp1ovee§" has the meaning set forth in the Employee Matters Agreement.

"§pinco Group"means Spinco and the Spinco Subsidiaries.

"§4 nco Guarantees" has the meaning set forth in Section 6.4(b).

"Spinco Liabilities"means,subject toSection 2. 1(c), collectively:

(i) all Liabilities of Verizon or any of its Subsidiaries(including Spinco and the Spinco

Subsidiaries) to the extentrelating to or arising from the SpincoBusiness, including the Liabilities set forth

on the SpincoAudited Balance Sheet and the Liabilities ofSpinco underthe Transaction Agreements,

(ii) all Liabilities to the extent relating to or arising from any Spinco Assets,
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(iii)
Arrangements >

all Liabilities of the Spineo Business in respect of the Transferred Affiliate

(iv) all Current Liabilities,

(v ) those Liabilities under the Blended Customer Contracts that are assigned to and

assumed by the Company pursuant to Section 7.8(e) or described in Section 7.8(f) of the Merger

Agreement,

(vi) all Liabilities relating to or arising from any VerizonGuarantee,

(vii) all Distribution Date Spinco Indebtedness, and

(viii) all Liabilities set forth in Section 1.1(e) of the Disclosure Letter.

Notwithstanding the foregoing, the Spinco Liabilities shall not include any Liabilities specifically agreed not to be

assumed by Spinco under any other Transaction Agreement. For the avoidance of doubt, Spinco Liabilities shall not

include any Verizon Liabilities or Excluded Liabilities.

"Spinco Securities" means any notes issued by Spinco to Verizon, as contemplated in Section 2.4 hereof

and having the principal terms set forth on Exhibit G hereto and other terms determined in accordance with Section

7.18 of the Merger Agreement.

"Spinco Subsidiaries"means, collectively, the Non-ILEC Spinco Subsidiary and the ILEC Spinco

Subsidiaries.

" atutory Intellectual Property" means all (i) United States patents and patent applications of any kind, (ii)

United States works of authorship, mask-works, copyrights, and copyright and mask work registrations and

applications for registration, (iii) Trademarks, and (iv) any rights or licenses in the foregoing.

"Subsidiary" has the meaning set forth in the Merger Agreement.
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"§urvivin Corpogltion" has the meaning set forth in the Merger Agreement.

" Target Working Capital" means $0.

" Taxes" has the meaning set forth in the Merger Agreement.

" Tax Sharing Agreement" means the Tax Sharing Agreement entered into on the date hereof among

Verizon, the Company, Spinco and the ILEC Spinco Subsidiaries, as such agreement may be amended from time to

time.

" Telephone Plant" means all plant, systems, structures, regulated construction work in progress, telephone

cable (whether in service or under construction), microwave facilities (including frequency spectrum assignment),

telephone line facilities, machinery, furniture, fixtures, tools, implements, conduits, stations, substations, equipment

(excluding customer premises equipment, but including all local exchange equipment that serves (i) cell towers, (ii)

data equipment (excluding customer premises equipment, but including all equipment necessary to provide data

services (including dial-up, digital subscriber line and dedicated Internet access services and related value-added

services)), including the broadband router aggregation system, (iii) ATM switch routers and (iv) network facilities

located in the Territory), central office equipment and other equipment in general other than customer premises

equipment, instruments and house wiring connections located in the Territory used in the Spinco Business (to the

extent not transferred to customers as inside wiring), other than the portion thereof relating to the FiOS network.

" Territory" means the local franchise area of the Contributing Companies in the states of Arizona, Idaho,

Illinois, Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West Virginia and

Wisconsin, the franchise area of Verizon West Coast Inc. and the franchise areas in California covered by the

following wirecenters:

(i) bordering Nevada:

WDFRCAXFRS 1
PYVLCAAARLO
WDFRCAAARLO
CEVLLAFRS6

WDFRAXF
PYVLCAAA
WDFRCAAA
CEVLCAXF
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(iii bordering Arizona:

BGRVLAFRLO
HVSUCAXFRS1
BLTLAXF9ZK

BGRVCAXF
HVSUCAXF
BLYTLAXF

" Total Verizon Shares" means (i) the total number of shares of Verizon Common Stock as of the Record

Date plus (Q) the total number of shares of Verizon Common Stock issued to all persons who acquired such Verizon

Common Stock pursuant to the exercise of Record Date Options on or prior to the Distribution Date.

" Trademarks" means trademarks, tradenames, applications for trademark registration, service marks,

applications for service mark registration, domain names, registrations and applications for registrations pertaining

thereto, and all goodwill associated therewith.

" Transaction Agreements" has the meaning set forth in the Merger Agreement.

" Transferred Affiliate Arrangements" means (1) all Transaction Agreements and all arrangements expressly

contemplated by a Transaction Agreement, (Q) all Affiliate interconnection Contracts and (Q) all Contracts listed on

Section 1.1(f) of the Disclosure Letter.

" Verizon" has the meaning set forth in the Preamble.

" QH Assets"means, subject to Section 2. l(c), collectively,

( i ) all of the right, title and interest of Verizon and its Subsidiaries in all Assets held by them

other than those identified in clauses (i) through (vii) of the definition of Spinco Assets, it being

acknowledged that Verizon Assets include:

( A ) all Retained Contracts (it being agreed that Spinco and the Spinco Subsidiaries

shall be permitted to (x) retain any product or license under a Retained Contract delivered and paid

for prior to the Closing in the conduct of the Spinco Business and (y) receive any product or

license under a Retained Contract dirt was ordered and paid for prior to the Closing in the conduct

of the Spinco Business but which shall be delivered after the Closing),
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(B) all Contracts between Verizon and the Verizon Subsidiaries on one hand and

Spinco and the Spinco Subsidiaries on the other hand (other than to the extent they constitute

Transferred Affiliate Arrangements),

(C) any Asset, other than any customer relationships, of the dial-up, DSL, and

dedicated Internet access, related DSL value added services and LD portions of the Spinco

Business,

(D) all FiOS network assets not specifically described as a Spinco Asset, including

the Satellite Head End located in Illinois, and

(E) tangible Assets used exclusively by personnel who are retained by Verizon but

who work in one of the work centers or other locations located in the Territory which serve both

the Spinco Business and the Verizon Business, which locations are set forth in Section l.l(g) of

the Disclosure Letter,

(i i ) all other Assets of Verizon and Verizon Subsidiaries to the extent specifically assigned

to or retained by any member of the Verizon Group pursuant to this Agreement or any other Transaction

Agreement,

(iii) the capital stock of each Verizon Subsidiary,

(iv) all rights of Verizon under the Transaction Agreements,

(v)
Affiliates,

all defenses and counterclaims relating to any Liability retained by Verizon or its
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(vi) all claims, causes of action and rights (or any share thereof) to the extent related to or

arising from any other Verizon Asset or Verizon Liability, and

(vii) any additional Assets set forth on Section l.I(h) of the Disclosure Letter,

provided that, notwithstanding the foregoing, in no event will the Verizon Assets include any Spinco Assets.

" Verizon Business" means all of the businesses and operations conducted by Verizon and the Verizon

Subsidiaries (other than the Spinco Business) at any time, whether prior to, on or after the Distribution Date,

" Verizon Common Stock" has the meaning set forth in the Recitals.

"Verizon Group" means Verizon and the Verizon Subsidiaries.

" Verizon Guarantees" has the meaning set forth in Section 6.4(a).

" Verizon Liabilities" means, subject to Section 2,l(c) collectively, (i) all Liabilities of Verizon or any of its

Subsidiaries (including Spinco and the Spinco Subsidiaries) relating to or arising from the Verizon Business,

including the Liabilities of Verizon under the Transaction Agreements, in each case other than the Spinco

Liabilities, (ii) all Liabilities in respect of the Transferred Affiliate Arrangements other than the Spinco Liabilities

related thereto, (iii) all Liabilities under the Blended Customer Contracts except to the extent assumed by the

Company pursuant to Section 7.8(e) of the Merger Agreement, (iv) all Liabilities in respect of Retained Contracts,

(v) all Liabilities relating to or arising from any Spinco Guarantee, (vi) all expenses allocated to Verizon pursuant to

Section l l.l of the Merger Agreement and (vii) all Liabilities listed in Section l.l(i) of the Disclosure Letter. For

the avoidance of doubt, the Verizon Liabilities shall not include any Spinco Liabilities.

" Verizon Subsidiaries" means all direct and indirect Subsidiaries of Verizon immediately after the

Distribution Date, assuming that the Distribution has occurred in accordance with the terms hereof.
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" Verizon._Third Party Intellectual Property" has the meaning set forth in the Merger Agreement.

Section 1.2 Interpretation. When a reference is made in this Agreement to an Article or Section, such

reference shall be to an Article or Section of this Agreement unless otherwise indicated. The table of contents to this

Agreement, and the Article and Section headings contained in this Agreement, are for reference purposes only and shall not

affect in any way the meaning or interpretation of this Agreement. Whenever the words "include," "includes" or "including"

are used in this Agreement, they shall be deemed to be followed by the words "without limitation." The words "hereof,"

"herein" and "hereunder" and words of similar import when used in this Agreement shall refer to this Agreement as a whole

and not to any particular provision of this Agreement. The term "or" is not exclusive. All terns defined in this Agreement

shall have the defined meanings when used in any certificate or other document made or delivered pursuant hereto unless

otherwise defined herein. The definitions contained in this Agreement are applicable to the singular as well as the plural

fonts of such terms and to the masculine as well as to the feminine and neuter genders of such terms. Unless otherwise

specified any agreement, instrument or statute defined or referred to herein or in any agreement or instrument that is referred

to herein means such agreement, instrument or statute as from time to time amended, modified or supplemented, including

(in the case of agreements or instruments) by waiver or consent and (in the case of statutes) by succession of comparable

successor statutes, and including all attachments thereto and instruments incorporated therein. References to a person are

also to its permitted successors and assigns.

Section 1.3

City time.

references toTime. All references in this Agreement to times ofthe day shall be to New York

ARTICLE II

The Contribution

Section 2. 1 t ransfers of Spinco Assets and Spinco Liabil i t ies.

(a) Subject to Section 2. l(b) and, in the case of Information, Article VII, on or prior to the Distribution Date,

Verizon shall take or cause to be taken all actions necessary to cause the transfer, assignment, delivery and conveyance of (i)

the Non-ILEC Spinco Assets and the Non-ILEC Spinco Liabilities to the Non-ILEC Spinco Subsidiary, (Q) the [LEC Spinco

Assets and the ILEC Spinco Liabilities to the ILEC Spinco Subsidiaries and () the ILEC Spinco Subsidiaries to Spinco

(including by contributing stock of an entity holding one or more ILEC Spinco Subsidiaries). Spinco shall assume or cause

the applicable Spinco Subsidiaries to assume, and thereafter timely pay, perform and discharge, when and as due, or cause

the applicable Spinco Subsidiaries to thereafter timely pay, perform and discharge, when and as due, all of the Spinco

Liabilities.
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(b) Nothing in this Agreement (including, for the avoidance of doubt, Section 6.6) shall be deemed to require

the transfer of any Assets or the assumption of any Liabilities which by their Reims or operation of law cannot be transferred

or assumed until such time as all legal impediments to such transfer or assumption have been removed. The rights and

obligations of the Parties in respect of removing such impediments (including pursuing and obtaining all applicable consents,

waivers and approvals in connection with the Contribution) and in respect of such Assets and Liabilities to the extent not

transferred on the Distribution Date are set forth in the Merger Agreement and no additional rights or obligations shall be

deemed to arise under this Agreement in connection therewith.

(c) The rights and obligations of the Parties with respect to Intellectual Property Assets shall be governed

exclusively by the Intellectual Property Agreement. Accordingly, Intellectual Property Assets and liabilities relating to

Intellectual Property Assets shall not be treated as Assets or Liabilities for purposes 0£ or otherwise be governed by, this

Agreement. In the event of any inconsistency between this Agreement and the Intellectual Property Agreement, the terms of

the Intellectual Property Agreement shall control. The rights and obligations of the Parties with respect to Taxes shall be

governed exclusively by the Tax Sharing Agreement and, to the extent applicable, the Merger Agreement. Accordingly,

assets and liabilities relating to Taxes shall not be treated as Assets or Liabilities for purposes of, or otherwise be governed

by, this Agreement (except to the extent included in Current Assets or Current Liabilities as provided herein). In the event of

any inconsistency between this Agreement and the Tax Sharing Agreement or the Merger Agreement, the terms of the Tax

Sharing Agreement or the Merger Agreement, as the case may be, shall control. Except in the case of Section 2.3 of this

Agreement, the rights and obligations of the Parties with respect to any current or former directors, officers or employees,

any compensation or benefits and any benefit plans, programs, agreements or arrangements shall be governed exclusively by

the Employee Matters Agreement and, to the extent applicable, the Merger Agreement. Accordingly, assets and liabilities

relating to current or former directors, officers or employees, and compensation or benefits and any benefit plans, programs,

agreements and arrangements shall not be treated as Assets or Liabilities for purposes of, or otherwise be governed by, this

Agreement. The rights and obligations of the Parties with respect to collective bargaining agreements and practices,

including collective bargaining agreements of the Spinco Business, memoranda of agreement and memoranda of

understanding, and the rights and obligations arising under those contracts and practices on benefit plans, programs,

agreements and arrangements shall not be treated as Assets or Liabilities for purposes of, or otherwise be governed by, this

Agreement, and shall be governed exclusively by the Employee Matters Agreement and, to the extent applicable, the Merger

Agreement. In the event of any inconsistency between this Agreement and the Employee Matters Agreement or the Merger

Agreement, the Employee Matters Agreement or the Merger Agreement, as the case may be, shall control.
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Section 22 Conveyanc ing and Assumption Agreements. In connection with the transfer of the Spinco Assets

and the assumption of the Spinco Liabilities contemplated by this Article II, Verizon and Spinco shall execute, or cause to be

executed by the appropriate entities, conveyancing and assumption instruments, including quit claim deeds, as Verizon may

deem necessary or desirable (provided that such instruments shall not impose obligations on either Party or grant rights,

through representations or otherwise, beyond those set forth in this Agreement).

Section 2.3 Certain Resign8hons. At or prior to the Distribution Date, Verizon shall cause each employee and

director of Verizon and its Subsidiaries who will not be employed by Spinco or a Spinco Subsidiary after the Distribution

Date to resign, effective not later than the Distribution Date, from all boards of directors or similar governing bodies of

Spinco or any Spinco Subsidiary on which they serve, and from all positions as officers of Spinco or any Spinco Subsidiary

in which they serve. At or prior to the Distribution Date, Spinco will cause each employee and director of Spinco and its

Subsidiaries who will not be employed by Verizon or any Verizon Subsidiary after the Distribution Date to resign, effective

not later than the Distribution Date, from all boards of directors or similar governing bodies of Verizon or any Verizon

Subsidiary on which they serve, and from all positions as officers of Verizon or any Verizon Subsidiary in which they serve.

Section 2.4 Special Payment Financing, Debt Exchange.

(a) At or prior to the Distribution Date, Spinco will, in exchange for Verizon causing the transfer to Spinco of

the ILEC Spinco Subsidiaries and the Non-ILEC Spinco Assets, (i) enter into the agreements associated with the Special

Payment Financing (in accordance with Section 7.18 of the Merger Agreement) and use the proceeds thereof to pay the

Special Payment and (Q) if the total amount of the Special Payment is less than (W) $3.333 billion @nus (3) the amount of

Distribution Date Spinco Indebtedness, distribute Spinco Securities to Verizon having a principal amount equal to (y) $3.333

billion minus (z) the sum of (A) the total amount of the Special Payment and (8) the amount of Distribution Date Spinco

Indebtedness. Verizon shall not be obligated to consummate the Distribution unless Verizon shall receive in connection

therewith the Special Payment and a principal amount of Spinco Securities that together total $3.333 billion minus the

amount of Distribution Date Spinco Indebtedness.
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(b) The rights and obligations of the Parties in respect of pursuing and obtaining the Special Payment

Financing are set forth in the Merger Agreement, and no additional rights or obligations shall be deemed to arise under this

Agreement in connection therewith.

(c) The Parties acknowledge that Verizon reserves the right (in accordance with Section 7. 18 of the Merger

Agreement) to enter into arrangements prior to or following the Distribution Date providing for the exchange of Spinco

Securities held by Verizon for debt obligations of Verizon or its Affiliates, or for the transfer of Spinco Securities to other

Verizon creditors or stockholders (the "Debt Exchange"), provided that, the parties further acknowledge that (i) if Verizon

desires to consummate the Debt Exchange concurrently with the Distribution, Verizon shall not be obligated to consummate

the Distribution unless the Debt Exchange shall be consummated concurrently with the Distribution with respect to a

principal amount of Spinco Securities equal to (x) $3.333 billion minus(y) the sum of (A) the total amount of the Special

Payment and (8) the amount of Distribution Date Spinco Indebtedness and (8) if Verizon elects not to pursue the Debt

Exchange at the time of the Distribution or thereafter, Verizon may dispose of Spinco Securities in another manner, but will

in any event dispose of all of its interest in any Spinco Securities within 360 days following the Distribution Date.

(d) At Verizon's election (the "Election"), to be exercised by Verizon no later than 15 days prior to the

Distribution Date (provid e that Verizon shall have provided the Company no less than 15 days' prior written notice of its

intention to make the Election), notwithstanding any other provision of the Transaction Agreements, the following alternative

transaction structure may be adopted in lieu of the transaction steps currently described in the Transaction Documents to the

extent that such alternative transaction structure does not result in Spinco or the Surviving Corporation incurring incremental

costs or liabilities that are not reimbursed by Verizon:

(i) the entity referred to as Spinco shall be formed by GTE, instead of by Verizon,

(ii)
to Verizon,

the Special Payment shall be an amount paid by Spinco to GTE, instead of being paid by Spinco
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(iii)
Verizon,

Spinco Securities shall be notes issued by Spinco to GTE, instead of being issued by Spinco to

( iv) the Debt Exchange may be undertaken by GTE with its creditors or stockholders, instead of being

undertaken by Verizon with Verizon's creditors or stockholders,

(v) Verizon and GTE shall transfer or cause to be transferred to Spinco (or to Subsidiaries thereof) all

of the Spinco Assets and Liabilities in such a manner that, immediately prior to the Merger, no assets or liabilities

(other than stock or other equity interests in Subsidiaries) shall be held directly by Spinco, and

(vi)
the Merger.

Spinco shall be distributed in the Internal Spinoffs and in the Distribution and shall participate in

(e) If Verizon makes the Election, all applicable provisions of this Agreement and the other Transaction

Agreements shall be amended by the parties thereto as appropriate to reflect the Election. For example, the definition of the

Special Payment shall be revised to refer to GTE's estimate of its tax basis in Spinco, instead of Verizon's estimate of its tax

basis in Spinco.

(D Verizon shall pay all Spinco Debt Expenses (i) on the Closing Date or (ii) on such subsequent date when

the fees and expenses are payable to lenders or the lenders' advisors pursuant to the terms of or otherwise in connection

with, the Special Payment Financing.

ARTICLE III

Conditions

Section 3.1 Qonditions to the Distribution. The obligations of Verizon pursuant to this Agreement to effect
the Distribution shall be subject to the fulfillment (or waiver by Verizon) on or prior to the Distribution Date (provided that
certain of such conditions will occur substantially contemporaneously with the Distribution) of each of the conditions set
forth in Section 2.4 hereof and in Section 8.1 and Section 8.2 of the Merger Agreement (except the consummation of the
Contribution and the Distribution).
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Section 3.2 Waiver of Conditions. To the extent permitted by applicable Law, the condition set forth in

Section 3.1 hereof may be waived in the sole discretion of Verizon The condition set forth in Section 3.1 is for the sole

benefit of Verizon and shall not give rise to or create any duty on the part of Verizon to waive or not waive such condition.

ARTICLE IV

The Distribution

Section 4.1 Record Date and Distribution Date. Subject to the satisfaction, or to the extent permitted by

applicable Law, waiver, of the conditions set forth in Section 3.1, the Board of Directors of Verizon, consistent with the

Merger Agreement and Delaware law, shall establish the Record Date and the Distribution Date and any necessary or

appropriate procedures in connection with the Distribution.

Section 4.2 Spinco Reclassilicatio_n. Immediately prior to the Distribution Date, Verizon and Spinco shall

take all actions necessary to issue to Verizon such number of shares of Spinco Common Stock, including, if applicable, by

reclassifying the outstanding shares of Spinco Common Stock or by declaring a dividend payable to Verizon in shares of

Spinco Common Stock (the "Reclassification"), for the purpose of increasing the outstanding shares of Spinco Common

Stock such that, immediately prior to the Distribution Date, Spinco will have an aggregate number of shares of Spinco

Common Stock to be determined by Verizon and Spinco prior to the Distribution Date, all of which will be held by Verizon.

Section 4.3 The Agent. Prior to the Distribution Date, Verizon shall enter into an agreement with the Agent

on terms reasonably satisfactory to Spinco and the Company providing for, among other things, the distribution to the holders

of Verizon Common Stock in accordance with this Article IV of the shares of Company Common Stock into which the shares

of Spinco Common Stock that would otherwise be distributed in the Distribution will be converted pursuant to the Merger.

Section 4.4 Delivery of Shares to the Agent. At or prior to the Distribution Date, Verizon shall authorize the

book-entry transfer by the Agent of all of the outstanding shares of Spinco Common Stock to be distributed in connection

with the Distribution. After the Distribution Date, upon the request of the Agent, Spinco shall provide all book-entry transfer

authorizations that the Agent shall require in order to effect the distribution of the shares of Company Common Stock into

which the shares of Spinco Common Stock that would otherwise be distributed in the Distribution will be converted pursuant

to the Merger.
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Section 4.5 The Distribution. Upon the terms and subject to the conditions of this Agreement, following

consummation of the Reclassification, Verizon shall declare and pay the Distribution consisting of:

( i ) to the holders of shares of Verizon Common Stock as of the Record Date, such percentage of the

total number of shares of Spinco Common Stock held by Verizon as of the time of the Distribution as is equal to a

fraction, the numerator of which is the total number of shares of Verizon Common Stock held by such holders as of

the Record Date and the denominator of which is the number of Total Verizon Shares, and

(ii) to the holders of shares of Verizon Common Stock who acquired such Verizon Common Stock

pursuant to the exercise of Record Date Options, such percentage of the total number of shares of Spinco Common

Stock held by Verizon as of the time of the Distribution as is equal to a fraction, the numerator of which is the total

number of shares of Verizon Common Stock held by such holders that were acquired pursuant to the exercise of

Record Date Options on or prior to the Distribution Date and the denominator of which is the number of Total

Verizon Shares.

Immediately after the Distribution, at the Effective Time, all such shares of Spinco Common Stock shall be converted into

the right to receive shares of Company Common Stock pursuant to, and in accordance with the terms of, the Merger

Agreement, immediately following which the Agent shall distribute by book-entry transfer in respect of the outstanding

shares of Verizon Common Stock held by (3) holders of record al" Verizon Common Stock on the Record Date and (y)

persons who acquired Verizon Common Stock pursuant to the exercise of Record Date Options, all of the shares of Company

Common Stock into which the shares of Spinco Common Stock that would otherwise be distributed in the Distribution have

been converted pursuant to the Merger. The Agent shall make cash payments in lieu of any fractional shares resulting from

the conversion of Spinco Common Stock into Company Common Stock in the Merger pursuant to, and in accordance with,

the terns of the Merger Agreement.
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ARTICLE V

Post Closing Adjustments

Section 5.1 Post-Closing Adjustments.

(a) Within 90 days after the Closing Date, Verizon shall cause to be prepared and delivered to the Surviving

Corporation a statement derived from the books and records of Verizon and its Affiliates (the "Closing Statement"), setting

forth Distribution Date Working Capital, including reasonable detail regarding the calculation thereof. The Distribution Date

Working Capital shall be calculated in accordance with GAAP, consistently applied, using the same accounting principles,

methodologies and policies used in the preparation of the Spinco Audited Balance Sheet, pro forma for the completion of the

Contribution, as modified by the principles, methodologies and policies set forth in Section 5.1 of the Disclosure Letter.

(b) Verizon shall give the Surviving Corporation and each of its Representatives access at all reasonable times

and on reasonable advance notice to Verizon's books and records to the extent reasonably required to penni the Surviving

Corporation to review the Closing Statement. Within 60 days after receipt of the Closing Statement, the Surviving

Corporation shall, in a written notice to Verizon, describe in reasonable detail any proposed adjustments to the items set forth

on the Closing Statement and the reasons therefor (it being agreed that the only permitted reasons for such adjustments shall

be mathematical error or the failure to compute items set forth therein in accordance with this Article v). The Surviving

Corporation shall have the right to discuss the Closing Statement with Verizon's accountants, it being understood that in

connection with such discussion, the Surviving Corporation will not have access to the work papers of such accountants. If

Verizon shall not have received a notice of proposed adjustments (provided that any and all proposed adjushnents to the

calculation of Distribution Date Working Capital must in the aggregate exceed two hundred fifty thousand dollars ($250,000)

or more) within such 60-day period, the Surviving Corporation will be deemed to have accepted irrevocably such Closing

Statement.

(c) Verizon and the Surviving Corporation shall negotiate in good faith to resolve any disputes over any

proposed adjustments to the Closing Statement, during the 30 days following Verizon's receipt of the proposed

adjustments. If the parties are unable to resolve such dispute within such 30-day period, then, at the written request of either

party (the "Dispute Resolution Request"), each party shall appoint a knowledgeable, responsible representative to meet in

person and negotiate in good faith to resolve the disputed matters. The parties intend that these negotiations be conducted by

experienced business representatives empowered to decide the issues. Such negotiations shall take place during the 15-day

period following the date of the Dispute Resolution Request. If the business representatives resolve the dispute, such

resolution shall be memorialized in a written agreement (the Closing Statement, as revised by such negotiations, written

agreement or the final decision of the accounting firm referred to below, the "Final Closing Statement"), executed within five

days thereafter. If the business representatives do not resolve the dispute, within five days the Surviving Corporation and

Verizon shall jointly select a nationally recognized
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independent public accounting firm (which is not the regular independent public accounting firm of either Verizon or the

Surviving Corporation) to arbitrate and resolve such disputes, which resolution shall be final, binding and enforceable in

accordance with Section 9.13. If the Surviving Corporation and Verizon do not jointly select such firm within five days, a

nationally recognized accounting firm shall be selected by lot from among those nationally recognized firms which are not

the regular firm of either Verizon or the Surviving Corporation. Such accounting firm shall arbitrate and resolve such dispute

based solely on the written submission forwarded by Verizon and the Surviving Corporation and shall only consider whether

the Closing Statement was prepared in accordance with this Article V and (only with respect to disputed matters submitted to

the accounting firm) whether and to what extent the Closing Statement requires adjustment. The fees and expenses of such

accounting firm shall be shared by the Surviving Corporation and Verizon in inverse proportion to the relative amounts of the

disputed amount determined to be for the account of the Surviving Corporation and Verizon, respectively.

(d) If the amount of the Distribution Date Working Capital, as set forth in the Final Closing Statement (the

" Final Distribution Date Working Capital") exceeds the Target Working Capital, no payment shall be made by either party

with respect thereto and, if the amount of the Final Distribution Date Working Capital is less than the Target Working

Capital, Verizon shall pay to the Surviving Corporation an amount equal to such deficit. All such amounts shall bear interest

from the Distribution Date through but excluding the date of payment at the Applicable Rate, such interest shall accrue daily

on the basis of a 365 day year calculated for the actual number of days for which payment is due and such payment shall be

payable together with the amount payable pursuant to the foregoing sentence. Any amounts payable pursuant to this Section

5. l(d) shall be made via wire transfer of immediately available fluids within five Business Days after the date upon which the

Closing Statement becomes a Final Closing Statement.

(e) To the extent that Verizon makes any payment of an amount which constitutes a Current Liability between

the Closing Date and the date any payment is due under Section 5.l(d), then Verizon shall have a right to offset the aggregate

of all such amounts against the amount, if any, payable to the Surviving Corporation under Section 5. l(d), provided that

Verizon has provided evidence of the payment of such amounts prior to making any offset.
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ARTICLE VI

Additional Covenants

Section 6.1 Survival; Exclusive Rernedv. The covenants and agreements contained herein to be performed

following the Closing shall survive the Effective Time in accordance with their respective terms and all other terms shall

expire as of the Effective Time (other than the obligation to convey the Spinco Assets and the Spinco Liabilities in

accordance with Section 2. l). The Parties hereby agree that the sole and exclusive remedy for any claim (whether such claim

is framed in tort, contract or otherwise), arising out of a breach of this Agreement shall be asserted pursuant to Section 10,2

of the Merger Agreement (or if this Agreement and the Merger Agreement are terminated, Section 9.3 of the Merger

Agreement) and only to the extent expressly contemplated therein.

Section 6,2 Mutual Release. Effective as of the Distribution Date and except as otherwise specifically set

forth in the other Transaction Agreements or the Transferred Affiliate Arrangements, each of Verizon, on behalf of itself and

each of the Verizon Subsidiaries, on the one hand, and Spinco, on behalf of itself and each of the Spinco Subsidiaries, on the

other hand, hereby releases and forever discharges the other Party and its Subsidiaries, and its and their respective officers,

directors, managers or other persons acting in a similar capacity, agents, record and beneficial security holders (including

trustees and beneficiaries of trusts holding such securities), advisors and Representatives (in each case, in their respective

capacities as such) and their respective heirs, executors, administrators, successors and assigns, of and from all debts

(including intercompany cash balances and accounts and notes payable), demands, actions, causes of action, suits, accounts,

covenants, contracts, agreements, damages, claims and other Liabilities whatsoever of every name and nature, both in law

and in equity, which the releasing Party has or ever had or ever will have, which exist or arise out of or relate to events,

circumstances or actions taken by such other Party occurring or failing to occur or any conditions existing at or prior to the

Distribution Date whether or not known on the Distribution Date, including in connection with the transactions and all other

activities to implement the Contribution and the Distribution, provided, however, that the foregoing general release shall not

apply to (i) any Liabilities or other obligations (including Liabilities with respect to payment, reimbursement, indemnification

or contribution) under this Agreement or the other Transaction Agreements or Transferred Affiliate Arrangements or any

Contracts (as defined therein) contemplated thereby, or assumed, transferred, assigned, allocated or arising under any of this

Agreement or the other Transaction Agreements or Transferred Affiliate Arrangements or any Contract contemplated

thereby, in each case subject to the terms thereof, or any Person's right to enforce this Agreement or the other Transaction

Agreements, Transferred Affiliate Arrangements or the Contracts contemplated thereby in accordance with their terms, or (Q)

any Liability the release of which would result in the release of any Person other than a Person released pursuant to this

Section 6.2. Each Party agrees, for itself and each member of its Group, not to make any claim or demand or commence any

action or assert any claim against any member of the other Party's Group with respect to the Liabilities released pursuant to

this Section 6.2.
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Section 6.3 Intercompany Agreements, Except for the Transaction Agreements, any agreements entered into

pursuant to the Merger Agreement (including pursuant to Sections 7.8 and 7.24 thereof) and the other Transferred Affiliate

Arrangements, and except as contemplated by paragraph (iv) of Section 5. 17 of the Merger Agreement, all contracts,

licenses, agreements, commitments and other arrangements, formal and informal (including with respect to intercompany

cash balances and accounts and notes payable), (x) between any member of the Verizon Group, on the one hand, and any

member of the Spinco Group, on the other hand, or (y) between Cellco Partnership (d/b/a Verizon Wireless) or any of its

Subsidiaries, on the one hand, and any member of Spinco Group, on the other hand, in each case in existence as of the

Distribution Date, shall terminate as of the close of business on the day prior to the Distribution Date. No such tenninated

agreement (including any provision thereof that purports to survive tennination) shall be of any further force or effect after

the Distribution Date and all parties thereto shall be released from all obligations thereunder. From and after the Distribution

Date, no member of either Group shall have any rights or obligations under any such temiinated agreement with any member

of the other Group, except as specifically provided herein or in the other Transaction Agreements.

Section 6.4 Guarantee Obligations and Liens.

(a) Verizon and Spinco shall, upon Verizon's request, cooperate, and shall cause their respective Groups to

cooperate and use their respective commercially reasonable efforts to: (3) terminate, or to cause Spinco, as the appropriate

member of the Spinco Group, to be substituted in all respects for Verizon or the applicable member of the Verizon Group in

respect of, all obligations of any member of the Verizon Group under any Spinco Liabilities identified by Verizon for which

such member of the Verizon Group may be liable, as guarantor, original tenant, primary obligor or otherwise (including

Spinco Liabilities under any Financial Instrument) ("Verizon Guarantees"), and (y) terminate, or to cause Spinco Assets to be

substituted in all respects for any Verizon Assets in respect of, any liens or encumbrances identified by Verizon on Verizon

Assets which are securing any Spinco Liabilities. If such a termination or substitution is not effected by the Distribution

Date, without the prior written consent of Verizon, from and after the Distribution Date, Spinco shall not, and shall not permit

any member of the Spinco Group to, renew or extend the term of, increase its obligations under, or transfer to a third party,

any loan, lease, contract or other obligation for which a member of the Verizon Group is or may be liable or for which any

Verizon Asset is or may be encumbered unless all obligations of the Verizon Group and all liens and encumbrances on any

Verizon Asset with respect thereto are thereupon terminated by documentation reasonably satisfactory in font and substance

to Verizon.
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(b) Verizon and Spinco shall, upon Spinco's request, cooperate, and shall cause their respective Groups to

cooperate and use their respective commercially reasonable efforts to; (3) terminate, or to cause a member of the Verizon

Group to be substituted in all respects for any member of Spinco Group in respect of, all obligations of any member of the

Spinco Group under any Verizon Liabilities for which such member of the Spinco Group may be liable, as guarantor, original

tenant, primary obligor or otherwise (including Verizon Liabilities under any Financial lnstrurnent) ("Spinco Guarantees"),

and (y) terminate, or to cause Verizon Assets to be substituted in all respects for any Spinco Assets in respect of, any liens or

encumbrances on Spinco Assets which are securing any Verizon Liabilities. If such a termination or substitution is not

effected by the Distribution Date, without the prior written consent of Spinco, from and after the Distribution Date, Verizon

shall not, and shall not permit any member of the Verizon Group to, renew or extend the term of, increase its obligations

under, or transfer to a third party, any loan, lease, contract or other obligation for which a member of the Spinco Group is or

may be liable or for which any Spinco Asset is or may be encumbered unless all obligations of the Spinco Group and all liens

and encumbrances on any Spinco Asset with respect thereto are thereupon terminated by documentation reasonably

satisfactory in form and substance to Spinco.

Section 6.5 Insurance,

(a) Notwithstanding any other provision of this Agreement, from and after the Distribution Date, Spinco and

the Spinco Subsidiaries will have no rights with respect to any Policies, except that (i) Verizon will use its commercially

reasonable efforts, at Spineo's request, to assert claims on behalf of Spinco and the Spinco Subsidiaries for any loss, liability

or damage identified by Spinco with respect to the Spinco Assets or Spinco Liabilities under Policies with third-party insurers

which are "occurrence basis" insurance policies ("Occurrence Basis Policies") arising out of insured incidents occurring from

the date coverage thereunder first commenced until the Distribution Date to the extent that the terms and conditions of any

such Occurrence Basis Policies and agreements relating thereto so allow and (Q) Verizon will use its commercially

reasonable efforts to obtain from the relevant third-party insurer an assignment to Spinco of any rights to prosecute claims

identified by Spinco properly asserted with respect to the Spinco Assets or Spinco Liabilities with an insurer prior to the

Distribution Date under Policies with third-party insurers which are insurance policies written on a "claims made" basis

( "Claims Made Policies") arising out of insured incidents occurring from the date coverage thereunder first commenced until

the Distribution Date to the extent that the terms and conditions of any such Claims Made Policies and agreements relating

thereto so allow, provided that, in the case of both clauses (i) and (ii) above, (A) all of Verizonls and each Verizon

Subsidiary's reasonable out-of-pocket costs and expenses incurred in connection with the foregoing are promptly paid by

Spinco (it being agreed that Verizon will not incur material expenditures above reasonable amounts specified by Spinco

unless authorized by Spinco), (Q) Verizon and the Verizon Subsidiaries may, at any time, without liability or obligation to

Spinco or any Spinco Subsidiary (other than as set forth in Section 6.5(c)), amend, commute, terminate, buy out, extinguish

liability under or otherwise modify any Occurrence Basis Policies or Claims Made Policies (and such claims shall be subject

to any such amendments, commutations, terminations, buy-outs, extinguishments and modifications), in each case to the

extent that such modifications do not disproportionately adversely affect any claim subj et to clause (i) or (ii) with respect to

the Spinco Assets or Spinco Liabilities relative to a comparable claim with respect to the Verizon Assets or Verizon

Liabilities and (Q) any such claim will be subject to all of the terms and conditions of the applicable Policy.
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(b) Nothing in this Section 6.5 will be construed to limit or otherwise alter in any way the indemnity

obligations of the Parties, including those created by this Agreement, by operation of law or otherwise.

(c) This Agreement is not intended as an attempted assignment of any policy of insurance or as a contract of

insurance and shall not be construed to waive any right or remedy of any member of the Verizon Group in respect of any

insurance policy or any other contract or policy of insurance.

(d) Verizon agrees to use its commercially reasonable efforts to recover damages or to assist Spinco in

connection with any efforts by Spinco to recover damages, as the case may be, under any Policy with respect to the Spinco

Business for incidents occurring prior to the Distribution Date, provided that all of Verizon's reasonable out-of-pocket costs

and expenses incurred in connection with the foregoing are promptly paid by Spinco (it being agreed that Verizon will not

incur material expenditures above reasonable amounts specified by Spinco unless authorized by Spinco).

(e) If an extended reporting period for Claims Made Policies is available for Verizon to purchase, if the

Surviving Corporation requests following the Closing Date, Verizon shall cause to be purchased at the Surviving

Corporation's expense (using funds provided by the Surviving Corporation) an extended reporting period with respect to such

insurance for the benefit of Spinco and the Spinco Subsidiaries as insureds.
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(D In the event that a Policy provides coverage for both Verizon or a Verizon Subsidiary, on the one hand,

and the Spineo Business, Spinco Assets and Spinco Liabilities, on the other hand, relating to the same occurrence: (i)

Verizon agrees, to the extent requested by Spinco, to jointly defend Spinco or any applicable Spinco Subsidiaries where no

conflicts exist between the Parties, and (Q) Spinco shall pay that portion of all out-of-pocket fees and expenses, in excess of

any insurance or insurance reimbursement, attributable to the Spinco Assets and Spinco Liabilities.

(g ) The obligations of Verizon and its Subsidiaries under this Section 6.5 shall terminate on the seventh

anniversary of the Effective Time.

Section 6.6 Subsequent Transfers. In the event that at any time during the l8-month period following the

Distribution Date a member of the Verizon Group becomes aware that it possesses any Spinco Assets (except (i) for assets,

rights and properties provided by members of the Verizon Group pursuant to the Cutover Plan Support Agreement or (Q) as

otherwise contemplated by the Transaction Agreements), Verizon shall cause the prompt transfer of such Spinco Assets to

Spinco. Prior to any such transfer, Verizon shall hold such Spinco Assets in trust for Spinco. In the event that at any time

during the 18-month period following the Distribution Date, a member of the Spinco Group becomes aware that it possesses

any Verizon Assets (except as otherwise contemplated by the Transaction Agreements), the Spinco Group shall cause the

prompt transfer of such Verizon Assets to Verizon or a member of the Verizon Group. Prior to any such transfer, the Spinco

Group shall hold such Verizon Assets in trust for Verizon.

Section 6.7 Further Assurances. From time to time after the Distribution Date, and for no further

consideration, each of the Parties shall execute, acknowledge and deliver such assignments, transfers, consents, assumptions

and other documents and instruments and take such other actions as may be necessary to consummate and make effective the

transactions contemplated by this Agreement, provided that no such documents or instruments shall impose obligations on

any Party broader than or additive to those in any Transaction Agreement.
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Section 6_8 Use of Names.

(a) Except as otherwise provided in any of the other Transaction Agreements, after the Distribution Date,

neither Verizon nor any Subsidiary of Verizon (i) shall use any material showing any affiliation or connection of Verizon or

any member of the Verizon Group with Spinco or any member of the Spinco Group or (Q) shall represent to third parties that

any of them is affiliated or connected with Spinco or any member of the Spinco Group. The restdctions contained in this

Section 6.8(a) shall not apply to filings, reports and other documents required by applicable Law or regulations of securities

exchanges to be filed or made publicly available.

(b) Except as otherwise provided in any of the other Transaction Agreements, after the Distribution Date,

neither Spinco nor any Subsidiary of Spinco (1) shall use any material showing any affiliation of Spinco or any member of the

Spinco Group with Verizon or any member of the Verizon Group or (Q) shall represent to third parties that any of them is

affiliated with Verizon or any member of the Verizon Group. The restrictions contained in this Section 6.8(b) shall not apply

to filings, reports and other documents required by applicable Law or regulations of securities exchanges to be tiled or made

publicly available. Without limiting the generality of the foregoing, prior to the Distribution Date, Verizon shall have the

right to change the names of all of the Spinco Subsidiaries to remove the name Verizon. The Surviving Corporation shall

undertake such name changes promptly following the Merger to the extent such changes are not completed prior to such time.

ARTICLE VII

Access to Information

Section 7.1 vision of Information. Notwithstanding anything herein to the contrary, the Parties agree that
the obligation of Verizon to deliver Information that is part of the Spinco Assets to Spinco from and after the Distribution
will be governed by this Article VII. Subject to the terms of this Article VII:

(a) No later than five Business Days following the Closing Date, Verizon shall deliver to Spinco at the address

specified for notices to the Company in the Merger Agreement (or to such other address in the continental United States as

may be designated by the Company to Verizon no less than 10 days prior to the Distribution Date), (i) copies of the

Information constituting Spinco Assets that are continuing property records, (Q) copies of the Information constituting Spinco

Assets that is contained in the electronic data room provided by Intraiinks and which the Company has had access prior to the

date hereof, together with such other information to be made available between the date hereof and the Distribution Date in

the data room located in Irving, Texas, and such additional Information constituting Spinco Assets that is in the same general

categories as the existing Infonnation in such data room and is added to the data room by Verizon (using reasonable

commercial efforts to do so) immediately prior to the Closing Date and (4) minute books and organizational documents of

Spinco and the Spinco Subsidiaries.
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(b) Following the Distribution Date, Verizon shall deliver or make available to Spinco from time to time,

upon the request of Spinco, Information in Verizon's possession and not provided pursuant to Section 7. l(a) relating directly

to the Spinco Assets, the Spinco Business, or the Spinco Liabilities that consist of: (i) active Contracts, (Q) active litigation

files and (Q) all other Information that constitutes Spinco Assets or relates directly to any Spinco Liability, in each case to

the extent they are material to the conduct of the Spinco Business following the Distribution Date. Verizon also will

cooperate with Spinco to accommodate Spinco's reasonable requests from time to time following the Distribution Date for

other Information relating directly to the Spinco Assets, the Spinco Business or the Spinco Liabilities. Subject to Section 7.5,

Verizon may retain complete and accurate copies of such Information. Verizon shall maintain all such Information

consistently with Verizon's standard retention policies except to the extent that any such Information has already been

provided to the Surviving Corporation or has been offered to and declined by the Surviving Corporation. The out of pocket

costs and expenses incurred in the identification, isolation and provision of Information to the Spinco Group (and in the case

of any Information provided pursuant to the second sentence of this paragraph, a reasonable internal cost allocation) shall be

paid for by the Spinco Group. Information shall be provided as promptly as practicable upon request, with due regard for

other commitments of Verizon personnel and the materiality of the information to Spinco (including the need to comply with

any legal or regulatory requirement of any Governmental Authority).

(c) Notwithstanding anything in this Agreement to the contrary, (3) the provision of returns and other

lnfonnation relating to Tax matters shall be governed by the Tax Sharing Agreement and to the extent applicable, the Merger

Agreement, and not this Agreement, (y) the provision of Information relating to personnel and personnel maters will be

governed by the Employee Matters Agreement and, to the extent applicable, the Merger Agreement, and not this Agreement

and (;) the ownership and use of any Information that constitutes an Intellectual Property Asset shall be governed by the

Intellectual Property Agreement.
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Section 7.2 l lgivileqed Information.

(a) Each Party acknowledges that: (i) each of Verizon and Spinco (and the members of the Verizon Group

and the Spinco Group, respectively) has or may obtain Privileged Information, (Q) there are or may be a number of Litigation

Matters affecting each or both of Verizon and Spinco, (iii) both Verizon and Spinco have a common legal interest in

Litigation Matters, in the Privileged Information and in the preservation of the confidential status of the Privileged

Information, in each case relating to the pre-Distribution Spinco Business or Verizon Business or, in the case of the Spinco

Group, relating to or arising in connection with the relationshipamong Verizon and its Subsidiaries on or prior to the

Distribution Date, and (M) both Verizon and Spinco intend that the transactions contemplated hereby and by the Merger

Agreement and the other Transaction Agreements and any transfer of Privileged information in connection therewith shall

not operate as a waiver of any potentially applicable privilege.

(b) Each of Verizon and Spinco agrees, on behalf of itself and each member of the Group of which it is a

member, not to disclose or otherwise waive any privilege attaching to any Privileged Information relating to the pre-

Distribution Spinco Business or Verizon Business, as applicable, or, in the case of the Spinco Group, relating to or arising in

connection with the relationship among Verizon and its Subsidiaries on or prior to the Distribution Date, without providing

prompt written notice to and obtaining the prior written consent of the other Party, which consent shall not be unreasonably

withheld, conditioned or delayed and shall not be withheld, conditioned or delayed if the other Party certifies that such

disclosure is to be made in response to a likely threat of suspension or debarment or similar action, provided, however, that

Verizon and Spinco shall not be required to give any such notice or obtain any such consent and may make such disclosure or

waiver with respect to Privileged Information if such Privileged information relates solely to the pre-Distribution Spinco

Business or Verizon Business, as applicable. In the event of a disagreement between any member of the Verizon Group and

any member of the Spinco Group concerning the reasonableness of withholding such consent, no disclosure shall be made

prior to a resolution of such disagreement by a coiut of competent jurisdiction, provided that the limitations in this sentence

shall not apply in the case of disclosure required by Law and so certified as provided iii the first sentence of this paragraph.

(c) Upon any member of the Verizon Group or any member of the Spinco Group receiving any subpoena or

other compulsory disclosure notice from a court or other Governmental Authority which requests disclosure of Privileged

Information, in each case relating to pre-Distribution Spinco Business or Verizon Business, as applicable, or, in the case of

the Spinco Group, relating to or arising in connection with the relationship among Verizon and its Subsidiaries on or prior to

the Distribution Date, the recipient of the notice shall (to the extent consent is required in connection with the disclosure of

such Privileged Information under paragraph (b) of this Section) as promptly as practicable provide to the other Group

(following the notice provisions set forth herein) a copy of such notice, the intended response, and all materials or

information relating to the other Group that might be disclosed and the proposed date of disclosure. In the event of a

disagreement as to the intended response or disclosure, unless and until the disagreement is resolved as provided in paragraph

(b) of this Section, the Parties shall cooperate to assert all defenses to disclosure claimed by either Party's Group, and shall

not disclose any disputed documents or information until all legal defenses and claims of privilege have been finally

determined, except as otherwise required by a court order requiring such disclosure.
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Section 7.3 Production of Witnesses. Subject to Section 7.2, after the Distribution Date, each of Verizon and

Spinco shall, and shall cause each member of its Group to, make available to Spinco or Verizon or any member of the Spinco

Group or of the Verizon Group, as the case may be, upon reasonable prior written request, such Group's directors, managers

or other persons acting in a similar capacity, officers, employees and agents as witnesses to the extent that any such Person

may reasonably be required in connection with any Litigation Matters, administrative or other proceedings in which the

requesting Party may from time to time be involved and relating to the pre-Distribution Spinco Business or the Verizon

Business, as applicable, or, in the case of the Spinco Group, relating to or in connection with the relationshipamong Verizon

and its Subsidiaries on or prior to the Distribution Date. The out-of-pocket costs and expenses incurred in the provision of

such witnesses shall be paid by the Party requesting the availability of such persons.

Section 7.4 cgntion of Information. Except as otherwise agreed in writing, or as otherwise provided in the

other Transaction Agreements, each of Verizon and Spinco shall, and shall cause each member of its Group to, retain all

Information iii such Party's Group's possession or under its control, relating directly and primarily to the pre-Distribution

business, Assets or Liabilities of the other Party's Group for so long as such Information is retained pursuant to such Party's

general document retention policies as of such time or such later date as may be required by Law, except that if, prior to the

expiration of such period, any member of either Party's Group wishes to destroy or dispose of any such Information that is at

least three years old, prior to destroying or disposing of any of such Information, (a) the Party whose Group is proposing to

dispose of or destroy any such Information shall provide no less than 30 days' prior written notice to the other Party,

specifying the Information proposed to be destroyed or disposed of and (b) if, prior to the scheduled date for such destruction

or disposal, the other Party requests in writing that any of the Information proposed to be destroyed or disposed of be

delivered to such other Party, the Party whose Group is proposing to dispose of or destroy such Information promptly shall

arrange for the delivery of the requested Information to a location specified by, and at the expense of, the requesting

Party. This Section 7.4 shall not apply to Information referred to in clauses (x) and (y) of Section 7. I(c).
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Section 7.5 Confidentiality. Subject to Section 7.2, which shall govern Privileged Information, from and after

the Distribution Date, each of Verizon and Spinco shall hold, and shall use commercially reasonable efforts to cause its

Affiliates and Representatives to hold, in strict confidence all IMorrnation concerning the other Party's Group obtained by it

or furnished to it by such other Parly's Group pursuant to this Agreement or the other Transaction Agreements and shall not

release or disclose such Information to any other Person, except its Affiliates and Representatives, who shall be advised of

the provisions of this Section 7.5, and each Party shall be responsible for a breach by any of its Affiliates or Representatives,

provided, however, that any member of the Verizon Group or the Spinco Group may disclose such Information to the extent

that (a) disclosure is compelled by judicial or administrative process or, based on advice of such Person's counsel, by other

requirements of Law, including filing requirements with the U.S. Securities and Exchange Commission, or (b) such Party can

show that such Information was (i) in the public domain through no fault of such Person or (Q) lawfully acquired by such

Person from another source after the time that it was furnished to such Person by the other Party's Group, and not acquired

from such source subject to any confidentiality obligation on the part of such source known to the acquirer. Notwithstanding

the foregoing, each of Verizon and Spinco shall be deemed to have satisfied its obligations under this Section 7.5 with respect

to any Information (other than Privileged Information) if it exercises the same care with regard to such Information as it takes

to preserve confidentiality for its own similar Information.

Section 7.6 Cooperation with Respect to Goveminent Reports and Filings. Verizon, on behalf of itself and

each member of the Verizon Group, agrees to provide any member of the Spinco Group, and Spinco, on behalf of itself and

each member of the Spinco Group, agrees to provide any member of the Verizon Group, with such cooperation and

Information (in each case, with respect to the Spinco Business only) as may be reasonably requested by the other in

connection with the preparation or filing of any government report or other government filing contemplated by this

Agreement or in conducting or responding to any other govemrnent proceeding relating to the pre-Distribution business of

the Verizon Group or the Spinco Group, Assets or Liabilities of either Group or relating to or in connection with the

relationship between the Groups on or prior to the Distribution Date. Such cooperation and Information shall include

promptly forwarding copies of appropriate notices, forms and other communications received from or sent to any

Governmental Authority that relate to the Verizon Group, in the case of the Spinco Group, or the Spinco Group, in the case

of the Verizon Group. All cooperation provided under this section shall be provided at the expense of the Party requesting

such cooperation. Each Party shall make its employees and facilities available during normal business hours and on

reasonable prior notice to provide explanation of any documents or Information provided hereunder.
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ARTICLE VIH

No Representations or Warranties

Section 8.1 No Representations or Warranties. Except as expressly set forth in any Transaction Agreement,

Spinco and Verizon understand and agree that no member of the Verizon Group is representing or warranting to Spinco or

any member of the Spinco Group in any way as to the Spinco Assets, the Spinco Business or the Spinco Liabilities. Except

as expressly set forth in the Merger Agreement, Verizon and Spinco understand and agree that no member of the Spinco

Group is representing or warranting to Verizon or any member of the Verizon Group in any way as to the Verizon Assets, the

Verizon Business or the Verizon Liabilities.

ARTICLE IX

Miscellaneous

Section 9.1 Expenses. AH fees and expenses and any other costs incurred by the Parties in connection with

the transactions contemplated hereby and by the Transaction Agreements shall be paid as set forth in Section ll.l of the

Merger Agreement, provided, however, that (i) Spinco shall reimburse Verizon for and indemnify Verizon against, all costs

invoiced by a financial printer in connection with the preparation and filing of the Information Statement, including all

amendments thereto and any Current Report on Form 8-K that shall be tiled by Spinco which shall include the Information

Statement as an exhibit thereto, and all costs of preparing, printing and delivering the Information Statement to Verizon's

record and beneficial stockholders (other than attorneys' fees and fees of other advisors to Verizon) and (ii) Spinco shall pay

all Spinco Debt Expenses. If the Distribution occurs, (i) to the extent that invoices from Verizon for such costs, fees and

expenses shall be available and furnished to Spinco and the Company no later than 10 Business Days prior to the Closing

Date, Spinco or the Surviving Corporation shall reimburse Verizon for such costs on the Closing Date, and (Q) to the extent

that invoices from Verizon for such costs, fees and expenses are provided by Verizon to the Surviving Corporation following

the Closing Date, the Surviving Corporation shall reimburse Verizon for such costs within 10 Business Days following

receipt of such invoices from Verizon.
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Section 9.2 Notices. Prior to Closing under the Merger Agreement, all notices and other communications

required or permitted to be given hereunder shall be in writing and shall be deemed given upon (Q) a transmitter's

confirmation of a receipt of a facsimile transmission (but only if followed by confirmed delivery of a standard overnight

courier the following Business Day or if delivered by hand the following Business Day), (ll) confirmed delivery of a standard

overnight courier or when delivered by hand or (Q) the expiration of five Business Days after the date mailed by certified or

registered mail (return receipt requested), postage prepaid, to the Parties at such addresses as may be specified by the Parties

from time to time. Following the Closing, notices shall be sent to Verizon and the Surviving Corporation (as successor by

merger to Spinco) in accordance with Section 11.2 of the Merger Agreement, or to such other address as either Party may

have furnished to the other Party by a notice in writing in accordance with this Section.

Section 9.3 Interpretation. Each Party has participated in the drafting and negotiation of this Agreement. If

an ambiguity or question of intent or interpretation arises, this Agreement must be construed as if it is drafted by both Parties

and no presumption or burden of proof shall arise favoring or disfavoring any party by virtue of authorship of any of the

provisions of this Agreement.

Section 9.4 Severability. If any provision of this Agreement or the application of any such provision to any

Person or circumstance shall be declared judicially to be invalid, unenforceable or void, such decision shall not have the

effect of invalidating or voiding the remainder of this Agreement, it being the intent and agreement of the Parties that this

Agreement shall be deemed amended by modifying such provision to the extent necessary to render it valid, legal and

enforceable while preserving its intent or, if such modification is not possible, by substituting therefor another provision that

is valid, legal and enforceable and that achieves the original intent of the Parties.

Section 9.5 ssignrnent; Binding Effect. Neither this Agreement nor any of the rights, benefits or obligations

hereunder may be assigned by either of the Parties (whether by operation of law or otherwise) without the prior written

consent of the other Party and the prior written consent of the Company, not to be unreasonably withheld, delayed or

conditioned, and any purported assignment without such consent shall be null and void. Subject to the preceding sentence,

this Agreement will be binding upon, inure to the benefit of and be enforceable by the Parties and their respective successors

and permitted assigns.

Section 9.6 No Third Party Beneficiaries. Nothing in this Agreement, express or implied, is intended to or

shall confer upon any Person (other than Verizon, Spinco and the Company and their respective successors and permitted

assigns) any legal or equitable right, benefit or remedy of any nature whatsoever under or by reason of this Agreement, and,

except as provided in Section 6.2 with respect to the release of certain Liabilities, no Person shall be deemed a third party

beneficiary under or by reason of this Agreement.
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Section 9.7 Entire Agreement. This Agreement, the Exhibits and the Disclosure Letter hereto, the other

Transaction Agreements and other documents referred to herein shall constitute the entire agreement between the Parties with

respect to the subject matter hereof and shall supersede all previous negotiations, commitments and writings with respect to

such subject matter. In the case of any conflict between the terms of this Agreement and the terms of any other Transaction

Agreement, the terms of such other Transaction Agreement shall control.

Section 9.8 Governing Law. This Agreement shall be governed by, and construed in accordance with, the

laws of the State of New York without giving effect to the conflicts of law pMciples thereof

Section 99 Counterparts. This Agreement may be executed in two or more counterparts, each of which shall

be deemed to be an original, but all of which together shall constitute one agreement binding on the Parties, notwithstanding

that not all Parties are signatories to the original or the same counterpart.

Section 9. 10 Amendments Waivers. This Agreement may not be amended except by an instrument in writing

signed by Verizon and Spinco. No failure or delay by Verizon or Spineo in exercising any right hereunder shall operate as a

waiver thereof nor shall any single or partial exercise thereof preclude any other or further exercise thereof or the exercise of

any other right hereunder. Any agreement on the part of Verizon or Spinco to any such waiver shall be valid only inset forth

in an instrument in writing signed on behalf of such Party.

Section 9.11 Termination. Notwithstanding any provision hereof, in the event of termination of the Merger

Agreement, this Agreement may be tenninated and the Distribution abandoned at any time prior to the Distribution by and in

the sole discretion of Verizon. In the event of such termination, no Party or any party to any other Transaction Agreement

(other than the Merger Agreement to the extent provided therein) shall have any Liability to any Person by reason of this

Agreement or any other Transaction Agreement (other than the Merger Agreement to the extent provided therein).
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Section 9. 12 Waiver of Jury Trial. EACH OF THE PARTIES IRREVOCABLY WAIVES ALL RIGHT TO
TRIAL BY JURY IN ANY ACTION, SUIT, PROCEEDING OR COUNTERCLAIM (WHETHER BASED ON
CONTRACT, TORT OR OTHERWISE) ARISING OUT OF OR RELATING TO THIS AGREEMENT OR THE
ACTIONS OF THE PARTIES IN THE NEGOTIATION, ADMINISTRATION, PERFORMANCE AND ENFORCEMENT
HEREOF.

Section 9.13 L.;;i§diction; Service of Process. EACH OF THE PARTIES (A) CONSENTS TO SUBMIT
ITSELF TO THE PERSONAL JURISDICTION OF ANY FEDERAL COURT LOCATED [N THE STATE OF NEW
YORK OR, IF SUCH FEDERAL COURTS DO NOT HAVE SUBJECT MATTER JURISDICTIQN, OF ANY NEW
YORK STATE COURT IN THE EVENT ANY DISPUTE ARISES OUT OF THIS AGREEMENT OR ANY OF THE
TRANSACTIONS CONTEMPLATED BY THIS AGREEMENT, (8) AGREES THAT IT WILL NOT ATTEMPT TO
DENY OR DEFEAT SUCH PERSONAL .JURISDICTION BY MOTION OR OTHER REQUEST FOR LEAVE FROM
ANY SUCH COURT AND (Q) AGREES THAT IT WILL NOT BRING ANY ACTION RELATING TO THIS
AGREEMENT OR ANY OF THE TRANSACTIONS CONTEMPLATED BY THIS AGREEMENT IN ANY COURT
OTHER THAN A FEDERAL COURT SITTING IN THE STATE OF NEW YORK OR, IF SUCH FEDERAL COURTS
DO NOT HAVE SUBJECT MATTER tUR1SD1CTION, A NEW YORK STATE COURT. THE PARTIES HEREBY
AGREE THAT MAILING OF PROCESS OR OTHER PAPERS IN CONNECTION WITH ANY SUCH ACTION OR
PROCEEDING IN THE MANNER PROVIDED IN SECTION 9.2, OR IN SUCH OTHER MANNER AS MAY BE
PERMITTED BY LAW, SHALL BE VALID AND SUFFICIENT SERVICE THEREOF AND HEREBY WAIVE ANY
OBJECTIONS TO SERVICE ACCOMPLISHED IN THE MANNER HEREIN PROVIDED. NOTWITHSTANDING THIS
SECTION 9. 13, ANY DISPUTE REGARDING THE CLOSING STATEMENT SHALL BE RESOLVED IN
ACCORDANCE WITH ARTICLE V; PROVIDED THAT THE TERMS OF ARTICLE V MAY BE ENFORCED BY
EITHER PARTY IN ACCORDANCE WITH THE TERMS OF THIS SECTION 9.13.

{Srr:1\}A'r"rrDt: DAr:t: nm! r nu/Q 1Av; 1xLu;u_, L[\\Jx. A v;L4v vv»..:]
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IN WITNESS WHEREOF, the Parties have caused this Agreement to be duly executed as of the date Hrst above

written.

VERIZON COMMUNICATIONS I

By: /s/ John W. Diercksen

John W. Diercksen

Executive Vice President Strata
and Development

NEW COMMUNICATIONS HOLI

By: /s/ Stephen E. Smith

Stephen E. Smith

Vice President
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1.

Q-

INTRODUCTION

Please state your name, title and business address.

My name is Timothy McCal1ion. I am President of the West Region for Verizon

Communications. My business address is 112 Lakeview Canyon Road, Thousand

Oaks, California 91362.

Q. Are you the same Timothy McCallion who filed direct testimony in this docket

on July 15, 2009?

Yes.

Q. On whose behalf are you offering rebuttal testimony?

My rebuttal testimony is offered on behalf of the Verizon entities that are parties to

this proceeding, wh ich ,  a long with  Fron t ie r  Communicat ions  Corporat ion

("Frontier"), support the Joint Application that is the subject of this docket before

the Arizona Corporation Coimnission ("Commission").

Q- Please describe the purpose of your rebuttal testimony.

My rebuttal testimony responds to several issues raised by Commission Staff in the

direct  test imony of Armando F. Firnbres,  f i led on September 21, 2009. Staff

recommends approval of the Joint Application with several conditions. I address

the conditions that would apply to Verizon, as well as several other issues raised by

Staff's testimony.

Q. What conditions does Staff propose that apply to Verizon?
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Staff proposes fifteen (15) conditions, three of which apply in whole or in part to

Verizon. These three conditions are:

Condit ion 11 - . -  That  Ver izon at test  that  Ar izona assessments (Ut i l i ty  Fund,

911/E9ll,  and Telephone Relay Service)  for any VoIP services provided by all

Ver izon aff i l iates holding CC&Ns in Arizona have been proper ly paid. Such

A.

A.

A.

A.

A.

1



attestation should be made by all Verizon affiliates holding CC&Ns in Arizona as

an addendum to Annual Reports due by April 15th or each year.

Condition 12 ..-. That the Applicants provide a final count of employees impacted by

the proposed transfer and comprehensive explanation of the treatment of such

employees before an Order is issued in this matter.

Condition 15 -. That within 60 days of the transaction's consummation, Frontier

and Verizon notify the Commission of such closing.

(Direct Testimony of Armando Fimbres, hereinafter "Staff Testimony," at 31-32.)

Q. Does Vedzon accept these conditions?

Verizon accepts Conditions 11 and 15. With respect to Condition 12, some

modification is required. It is clear from other parts of Staff's testimony that this

condition should apply only to Verizon California employees in Arizona. (Staff

Testimony at 16-17.) Verizon currently has 22 ILEC employees in Arizona and will

not have a final count of Arizona employees affected by the transaction until close

of the transaction, for example, some employees may choose to retire up until

closing. To the best of our knowledge, this has not been a condition imposed in

similar transactions in Arizona and a count of employees prior to the Commission

issuing an order would provide little benefit. The Applicants, however, would

agree to notify the Commission of the number of employees in Arizona that

actually transfer to Frontier at closing of the transaction.
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Q~ What other issues does Staff raise in its testimony that affect or concern

Verizon?

First, Staff believes that Verizon should commit to provide systems support to

Frontier for two years after closing. (Staff Testimony at 12.) Staff correctly

A.

A.

2



explains that Frontier will not need to convert billing or other operational systems

at or before closing, and therefore customer service will not be at risk because

Frontier will acquire and use substantially the same systems Verizon uses today.

(Id.) Staff also correctly notes that under the parties' agreements, Verizon will

provide systems support to Frontier for at least one year after closing. (ld.)
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Staff, though, "believes that [Verizon's] commitment to support Frontier should be

extended as the first year likely will be devoted to understanding the full-cycle of

seasonal issues, in other words, one needs a full cycle to understand any changes

that need to be made and another full cycle to implement those changes." For this

reason, Staff states that "a second year of support may be needed to modify and

integrate [Verizon's] systems with Frontier's." (Id.)

Verizon agrees that Frontier should have the ability to extend Verizon's support

services beyond one year but respectfully disagrees with Staff's conclusion that any

additional commitments are necessary. First, the systems Frontier acquires from

Verizon will function the same throughout the year, and therefore there are no

"seasonal issues" to contend with. Second, and most importantly, Frontier already

has the absolute right to continue to receive support services from Verizon beyond

the first year. As Mr. McCarthy explains, if Frontier believes it needs such services

beyond the first year, it can obtain them under the existing agreement. Third,

Staff's conclusion that "a second year of support may be needed to modify and

integrate [Verizon's] systems with Frontier's" assumes that Frontier will, in fact,

"modify and integrate" the systems it acquires from Verizon with Frontier's

existing systems after the first year. As discussed by Mr. McCarthy, Frontier will

carefully evaluate whether and when to integrate systems, indeed, in an earlier



transaction Frontier chose to wait seven years to integrate systems to ensure that

such integration was properly perfonned and cost-effective. Finally, if integration

with Frontier's existing systems were to occur in future years, Mr. McCarthy has

testified regarding Frontier's significant experience in using and integrating

different systems.

Q- Does Staff raise any other issues in its testimony that affect Verizon?

Yes. In a response to a Staff data request (STP l.53), Verizon explained that it

does not have an Arizona-specific construction budget for 2009. Staff claims that

this response "is unacceptable because all well-organized companies have capital

investment plans that project funding needs as far ahead as five years." (Staff

Testimony at la.) Staff recommends that Verizon provide it with confidential

filing of a projected capital investment plan for Arizona or for the exchanges served

by Verizon's Blythe, California central office. (Id. at 14.)

Verizon disagrees with Staff's assessment. As a well-organized company, Verizon

has capital expenditure budgets for its entire company and for aspects of its

operations. Verizon has provided information about historical spending in Arizona,

and this amount is indicative of the amounts Verizon will spend in Arizona in 2009.

In any event, in an effort to respond to Staff's request, Verizon will provide to

as a confidential supplement to its prior data response, an estimate for

spending for Arizona for all of 2009 .

Staff,
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Q. Please discuss Staff's recommendation on employee compensation and

benefits.

Staff recommends that any Verizon California employee who transfers to Frontier

"should not have their compensation or benefits reduced for a period of two years

following the effective date of a Commission order." (Staff Testimony at 29.)

A.

A.
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1

2

3

4

5

Verizon strongly disagrees with this recommendation - employee compensation

levels are not within the Commission's jurisdiction, and Verizon is not aware of

any transaction where the Commission imposed such requirements on a party.

Quite simply, the Applicants will abide by all federal and state laws affecting

Arizona employees, and will set compensation and benefits in accord with the

6 market.

7 Q.

8

On page 33 of its testimony, Staff summarizes the approvals the Commission

should grant. Does Verizon agree with Staff's list?

9 Yes, these are all the approvals the Applicants are seeldng from the Commission in

this docket.110

11 Q- Does this conclude your rebuttal testimony?

12 Yes .
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1 Applicants have discussed with Staff that Verizon Business will retain a small number of enterprise
accounts and serve them through MCImetro Access Transmission Services LLC d/b/a Verizon Access
Transmission Services, an existing, certificated competitive local exchange carrier in Arizona. These
"Retained Customer Accounts" are specifically described in the Merger and Distribution Agreements. To
serve these accounts, Verizon Access Transmission Services will revise the geographic scope of its current
certificate, will modify its tariffs, and will enter into an interconnection agreement, which will be filed
separately and will be subject to Cornrnission approval.
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Please state your name, occupation and business address.

My name is Daniel McCarthy. I am Executive Vice President and Chief Operating

Officer of Frontier CommuniCations Corporation ("Frontier" or the "Company"). My

business address is 3 High Ridge Park, Stamford, Connecticut, 06905. r

Please state your educational background andexpen'ence

I hold a Bachelors degree in Marine Engineering from the New York Maritime College in

Fort Schuyler, New York, and an MBA firm the University of Phoenix.

Please provide a brief history of your employment and current responsibilities at

Frontier.

I have been with Frontier and its predecessor companies since 1990. I originally joined

the Company's Kauai, Hawaii electric division and then in 1995, I assumed responsibility

for Citizens' energy operations in Flagstaff, Arizona. I was Vice President, Citizens

Arizona Energy, from April 1998 to March 2001. From March 2001 to November 2001,

I was Vice President and Chief Operating Officer of Citizens Public Services sector,

responsible for the company's energy and water operations, I was President and Chief

Operating Officer, Public Services Sector, from November 2001 to January 2002. From

January 2002 to December 2004, I held the Position of Senior Vice President, Broadband

Operations, of Frontier Communications and was President and Chief Operating Officer

of  our former Competit ive Local Exchange Carrier ("CLEC") af f i l iate, Electric

Lightwave, located in Vancouver, Washington I was Senior Vice President, Field

Operations, of Frontier from December 2004 to December 2005. I was named Executive

Vice President and Chief Operating Officer of Frontier on January l, 2006.23

24

25

26

.5

i In 2008, the Company changed its name firm Citizens Communications Company to Frontier Communications
Corporation. Prior to that, 'm 2000, the Company changed its name Bom Citizens Utilities Company to Citizens
Communications Company to reflect the fact that the Company was divesting its non-communications utility
operations and focusing its operations on communications services.
z On July 31, 2006, Frontier completed the sale of its CLEC affiliate Electric Lightwave LLC.
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1 Q,

2

3
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A.

5

6
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8

9

10 Q-

A.11

An overview of the telecommunications industry today and my opinions
regarding changes confronting the industry in the next several years,

12

13

14

15 A all

16

17

18 An overview of the Frontier organizational structure following the
completion of the transaction, includingFrontier's plans for the acquired
operations following the closing; and19

20

2] II.

23

24

What are your duties as Chief Operating Officer of Frontier?

As Chief Operating Off icer I am responsible for Frontier's operations including

engineering, network operations, 'installation and maintenance and customer service in

the 24 states where Frontier currently Operates. I am responsible for reviewing Frontier's

investments and expenses for both facilities and operations, and I closely monitor the .

Company's revenues and profitability. Each of Frontier's three Regional Senior Vice

Presidents and General Managers (East, Central. and West regions) report to me. In my

present position, I am also responsible for all of Frontier's regulatory affairs and

compliance requirements at the federal, stateand local levels.

Please summarize the purpose of your testimony?

My testimony will address the following areas and topics:

An overview of Frontier and its experience in providing high quality
telecommunications services in 24 states;

summary of Frontier's proposed transaction with Verizon and
explanation of Frontier's financial soundness following the transaction,

An explanation of why the proposed transaction does no harm and instead
will result in tangible benefits, .

• A summary of the relief the parties are requesting in this proceeding.

OVERVIEW OF FRONTIER

Please provide background on Frontier. .

Frontier Communications Corporation, a publicly traded Delaware company (NYSE:

PTR), is a highly regarded, fUll-service communications service provider and is currently

one of the largest local exchange telephone companies in the country. Frontier was

originally incorporated in November 1935.

25

26
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A.

Frontier offers telephone, television and Internet services, as well as bundled offerings,

wireless internet data access, data security solutions, and specialized bundles for

small/medium/large businesses and home offices to customers in 24 states. Frontier's

current service territories are located in Alabama, Arizona, California, Florida, Georgia,

Idaho, Illinois, Indiana, Iowa, Michigan, Minnesota, Mississippi, Montana, Nebraska,

Nevada, New Mexico, New York, Ohio, Oregon, Pennsylvania, Tennessee, Utah, West

Virginia and Wisconsin.

Please provide background regarding Frontier's current financial status.

Frontier has a strong income statement and balance sheet and is financially qualified to

complete the Verizon acquisition and to operate the acquired properties The following

is a summary of Frontier's current financial status:

• Revenue and Income. In 2008, Frontier's revenue was $2.2 billion, with a net income

of $182.7 million. For the first quarter of 2009, Frontier's revenue was $538 million,

•

14

15

16

17

18

19

20

with a net income of $36.3 million.

Cash Generation. We continue to grow Free Cash Flow through further growth of

broadband and value-added services, productivity improvements, and a disciplined

capital expenditure program that emphasizes return on investment while delivering

enhanced and broadband services to all markets. For 2008 and through March 31,

2009, Free Cash Flow was $493.2 million and $146.1 million, respectively.

Stockholder Value. During 2008, we repurchased $200.0 million of our common

stock and paid shareholders an annual dividend of $1.00 per common share. The

Company's dividend represented a payout of 65% for 2008.

21

22

23

24
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3 A copy of Frontier's most recent 10-K (filed February 27, 2009 for year ended December 31, 2008) and 10-Q
(filed May 07, 2009 for quarter ended March 31, 2009), filed with the Securities and Exchange Commission are
available online at: http://www.sec.gov/Archives/edgar/data/20520/000002052009000009/formlOk4q2008.txt and
http://www.sec.gov/Archives/edgar/data/20520/000002052009000023/form10q] q09.txt, respectively.
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Growth. During the first quarter of 2009, we added approximately 20,100 new High-

Speed Internet customers and as of March 31, 2009 we had approximately 600,000
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High-Speed data customers and approximately 771,000 customers subscribed to a

bundle or package of services. In 2005, we began offering a television product in

conjunction with DISH Network. The Company added approximately 26,000 video

customers during the f i rst quarter of  2009 and at March 31, 2009 we had

approximately 146,000 customers buying a package of telephone and video services.

Please describe the types of areas where Frontier provides service.

Frontier provides services predominmtly to small and medium-sized rural communities

as well as mid-sized communities and suburban areas such as Rochester, New York, the

west and south metropolitaxrareas of Minneapolis/St. Paul, and Elk Grove, California (a

suburb of Sacramento). During the last ten years, Frontier has grown to become a

substantial presence in the rural local exchange carrier segment

telecommunications market through the targeted acquisition of rural companies, and the

successful integration of operations and Support functions. During this time flame,

Frontier has effectively and efficiently grown its operations three-fold.

Please summarize the types of services provided by Frontier.

Frontier is typically the incumbent carrier and provider of last resort in the markets it

serves and provides the "last mile" of telecommunications services to residential and

business customers in these places. We believe that the key to Frontier's continued

success is focus on its core mission:21

22 .,.Io be the leader in providing communications services to residential and
business customers in our markets.

23

24 Our revenues are principally driven by:

* local exchange services,

* network access services,

25
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Alabama 25,980
Arizona 145,241
California 143,871
Florida 3,746
Georgia 19,167
Idaho 20,035
Illinois 97,461
Indiana 4,647
Iowa 44,891
Michigan 19,102
Minnesota 210,983
Mississippi 5,474
Montana 7,659
Nebraska 43,106
Nevada 23,701
New Mexico 8,001

New York 683,880

Ohio 552

Oregon 12,626
Pennsylvania 427,489
Tennessee 79,014
Utah 21,718
West Virginia 143,982
Wisconsin 62,007
TOTAL Access Lines: 2,254,333

L

1

2

3

4

5

6

Q-7

8

9

10

A.

* data and Internet services,

* long distance services, and

* television services (througlran agency relationship with DISH Network).

Frontier's Incumbent Local Exchange Carrier ("ILEC") subsidiaries currently serve

approximately 2.8 million voice and broadband connections, including 2.25 .million

telephone access lines in twenty-four states.

Please provide a break down, by state, of the number of telephone access lines

served by Frontier?

The following chart identifies the number of access lines Frontier served as of December

31, 2008, in each State:
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Please describe Frontier's operations in Arizona.

In Arizona, Frontier owns and operates Citizens Telecommunications Company of the

White Mountains, Inc., db Frontier Communications of the White Mountains, Citizens

Utilities Rural Company, Inc., db Frontier Citizens Utilities Rural, anti Navajo

FrontierCitizens UtilitiesRural and NavajoCommunications Company are ILE Cs which

provide local phone service in 54 exchanges in Arizona, including the communities of

Bullhead City, Chinle, Gar ado, Holbrook, Kayenta, Kinsman, Lake Havasu City, Show

Low, Snowflake, Springerville, St. Johns, Window Rock and Tuba City.

OVERWEW .or TELECOMMUNICATIONS INDUSTRY TODAY AND THE

Communications CoMpany, Inc.

NEED FOR CARRIERS TO MAKE STRATEGIC CHOICES

Frontier Communications of the White Mountains,

21

22

23
I
i
I
I
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What is your current view of the telecommunications industry and the challenges

facing ILECS?

The telecommunications industry is in the information age-delivering voice, data and

video at ever-increasing speeds and in an increasing number of ways. The ALEC+-once

the monopoly provider of local voice services-has been facing a growing number of

competitors year over year. Competition now comes in many different forms: Nom

wireless providers and cable companies, over-builders and resellers. Consumers have an

expanded view of what telecommunications means, and today cable and satellite make up

an increasing portion of the product spectrum

Policymakers who envisioned and encouraged competition in the telecommunications

industry should look at the current marketplace as a success. Competition has evolved in

areas not originally envisioned, not only in densely populated urban areas but in mad

24 areas as well. Consumers have been the prirnaiy beneficiaxies of this competition. They

25
i

have seen a growth in options of serviceproviders, the introduction of new technologies
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and services, and the ability to purchasevoice, data and video services 'from a single

provider.

While this change has generally been good for the industry and for the consumer, it has

created challenges for ILE Cs like Frontier and VerizoN that built and invested in

telecommunications networks for years before competition, broadband, and Voice Over

.Internet Protocol were even considerations. ILE Cs like Frontier and Verizon are faced

with growing competition, access line loss and regulatory disparities that make it

increasingly challenging to compete on a level playing field. In recent years, Frontier has

had arial access line losses as high as 7% on a company wide basis and Verizon has

recently experienced approximately 10% arial loss of its access lines in the service

areas Frontier is proposing to acquire.

The competition facing ILE Cs today is not just the small start-up that was so frequently

seen immediately following the enactment of the 1996 Telecommunications Act. Today,

the primary competition is coming from the national wireless providers and established

cable providers, each of whom are subject to significantly less regulation and many of

whom have resources far greater than the average ILEC (including Frontier). Wireless

carriers continue to take advantage of their national networks to create calling plans that

allow unlimited calling without usage-based charges for long distance calling. This,

combined with the mobility offered by wireless service, has moved this service from an

"add-on" to local wireline service to a vigorous competitor, indeed, many customers are

disconnecting landline service and relying only on wireless. This is increasingly true

with the younger generation of customers. Today dire are more wireless subscribers in

the U.S. than there are traditional phone lines.

In addition, changes in technology and regulation now allow cable television providers to

compete directly with telephone companies. Many of these companies also use their25
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cable programming to their marketing advantage by continually advertising their

broadband and voice offerings.

What is the result of this new environment?

This increase in competition and wireless substitution for landlines has led ILE Cs to re-

evaluate how they operate their businesses. Competition has forced ILE Cs to operate

more efficiently and find Ways to deliver a greater variety of services. Customer

retention and creating value are nowpartof the everyday strategy for Frontier and for all

ILE Cs. With these market changes, size, scope, and clear focus on strategic choices have

become increasingly important.

What do you mean when you say that the telecommunications industry is requiring

increasingly clear strategic choices?

As competition iNcreases in various markets, strategic clarity regarding the markets that a

company will target and where it can most productively deploy its resources becomes

critical if it is to maintain its financial health. As a result, large can°iers are asldng

themselves about whether to maintain or divestnon-strategic assets, and potentially how

to rededicate those cash flows to more focused strategic objectives such as national

wireless platforms, broadband and new video services, all of which are capital intensive.

Because capital resources are limited, ILE Cs will continue to target resources into the

most strategic operations. Smaller markets, particularly markets where the customer line

density is lower, may require a different kind of strategic focus that is distinguished from

service to denser and more national markets.

What do you mean that smaller markets require a different kind offocus?

Wireline telecornmtmications service for smaller markets requires targeted investment,

products, local presence within communities, dedication to relatively higher penetration

of broadband in less-dense regions, and collaboration with local policymakers. What

may be deemed as a small or secondary market to a nationally diversified provider can be
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a key growth market for a smaller, more specialized provider. Frontier has experience in

providing that focus in smdlel markets, while at the same time successfully serving

larger suburban markets in that same state. . .

Why is Frontier seeking to complete the proposed transaction with Verizon?

Frontier sees the proposed transaction with Verizon as an opportunity to build on its

successful experience in providing communication services to a myriad of types of

communities. It is no secret that competition and the current economic downturn have

created challenges for all ILE Cs. Frontier feels the proposed transaction will ensure that

the Company is large enough and has the financial wherewithal to weather challenges

from competitors as well as economic uncertainty. As I will explain more fully below,

acquiring the Verizon exchanges that are the subject of this transaction will increase the

number of Frontier customers, the company's revenue, improve its balance sheet and free

up additional cash to bring more services to these exchanges.

DESCRIPTION OF THE PROPOSED TRANSACTION

15 Q.
ii

15 A.

1'7

18 i
E19

Describe the proposed transaction with Verizon.

On May 13, 2009, Frontier entered into an Agreement and Plan of Merger (the "Merger

.Agreement") with New Communications Holdings and Verizon. The proposed transaction

will ultimately, through a series of internal restructurings and stock transfers, lead to the

transfer of Verizon's local exchange networks in Arizona, Idaho, Illinois, Indiana,

Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington, West

Virginia and Wisconsin, and a portion of  Verizon's local exchange networks in

California, to Frontier. In addition to acquiring Verizon's local exchange business in

these areas, Frontier will also acquire the customer relationships for long distance and

high speed Internet.
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Please describe the corporate organization structure after the transaction.

Upon completion of the transaction, Frontier (under its existing name and corporate

structure) and its wholly owned operating subsidiaries will own and control the assets,

customer relationships, and operations transferred to Frontier through the transaction at

issue here, as well as continue to owN and control its current businesses. Current Frontier

management is expected to manage and control the day-to-day operations of Frontier and

its operating subsidiaries, including the assets transferred to it through the transaction

proposed here in addition to Frontier's existing Arizona operations.

Please identify the Verizon ILEC operating company that Frontier will acquire and

operate in Arizona after the proposed transaction.

The Verizon incumbent local exchange canter Operating in Arizona is Verizon

California, InC. Verizon California serves approximately 6,000 access lines in Arizona

and provides telecommunications services to the following six exchanges located in La

Paz County, Arizona: Cibola, Ehrenberg, Bouse, Parker, Parker Dam and PoSton. As is

discussed in more detail in the accompanying Direct Testimony of Timothy McCallion of

Verizon, the essence of the transaction for Arizona is that Verizon California's ILEC

operations in Arizona will be transferred in their entirety to New Communications of the

Southwest Inc. (often referred to as NewILEC in the Joint Application), which will

through a parent company merger be ultimately controlled by Frontier and renamed

Frontier Communications of the Southwest. Upon the closing of the proposed transaction,

Verizon will transfer to New Communications of the Southwest all of the, assets it

currently uses to conduct the business of Verizon California's Arizona ILEC operations.

New Communications of the Southwest will be a subsidiary of Frontier and so will

operate much as Verizon California operates as a subsidiary of Verizon. In addition, as I

explain in greater detail below, Verizon California will transfer to New Communications

of the Southwest most of the Verizon employees who operate the Verizon California

25
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22

exchanges in Arizona today. Also, New Communications of the Southwest will continue

to benefit from the experience of Frontier that operates three ILE Cs in Arizona today.

Will the proposed transaction result in any areas of overlap in ILEC operations in

Arizona? -

No. The three existing Frontier ILEC service territories in Arizona and the Verizon

California ILEC service territory in Arizona do not overlap.

Will any affiliates of Frontier be involved in undertaking the long distance service

currently provided by Verizon to its Arizona customers?

Yes. Frontier and Verizon will be establishing a new long distance carrier - New

Communications Online and Long Distance Inc., which will be. seeking long distance

certification and will be accepting a transfer of the long distance customers in Arizona

(and other states involved in the proposed transaction) currently being served by

Verizon's long distance affiliates Verizon Long Distance LLC ("VLD") and Verizon

Enterprise Solutions LLC ("VES"). That new entity will be acquired by Frontier as part

of the transaction.

What is the standard for Arizona Corporation Commission approval of this

transaction in Arizona?

On May 29, 2009, Frontier and Verizon California et al. filed their Joint Application

("Joint Application") for approval in this consolidated proceeding under A.R.S. § 40-281

Er seq., A.R.S. § 40-285 et seq., A.A.C. R14-2-801 et seq., A.A.C. R14-2-l 105, and any

other Arizona Corporation Commission ("Commission") mies and statutes that may be

applicable. In addition, the parties requested a waiver of the Commission's slamming

rules (A.A.C. R14-2-1901 et seq.) to allow for the transfer of long distance customers

served by Verizon's long distance affiliates VLD and VES to New Communications

Online and Long Distance Inc., which wil l be owned and controlled by Frontier

following the closing. My understanding is that approval of the transaction outlined in

23
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the Joint Application is contingent upon a finding by the Commission that the transaction

is in the public interest.

Do you bel ieve this transaction between Frontier and Verizon is in the public

interest? _

Yes. This transaction will provide positive benefits for customers and the State of

Arizona generally as I M11 further explain in my testimony.

Has the Commission previously considered an application to transfer the assets of

Verizon California to Frontier? , .

Yes. In Decision 62648 issued June 13, 2000, the Commission approved the sale of

assets and transfer of the certificate of convenience and necessity ("CC&N") of GTE

California Incorporated (now known as Verizon California) to Citizens Utilities Rural

Company, Inc., based upon a finding. that the transaction was in the public interest.

However, the parties subsequently decided not to move forward with the transaction, and

iN Decision 64873 dated June 5, 2002, the Commission rescinded Decision 62648.

THE TRANSACTION PROVIDES PUBLIC INTEREST BENEFITS

Does Frontier believe the proposed transaction will benefit current Verizon

customers in Arizona as well as the Company itself?

Yes. The transaction will yield clear and significant benefits for Arizona. First, Arizona

customers will benefit from greater investment in broadband and its availability over

time. Frontier has a proven .record of achieving significantly higher broadband

availability rates in its service areas, which are generally more rural than the areas to be

acquired iron Verizon, Nationally, Frontier has made broadband available to over 90%

of the households in its service temltory via network .broadband investments made over

the last eight (8) years. In Arizona, Frontier has made broadband available to

approximately 87% of the households it serves. Once this transaction is completed,

Frontier's plan is to focus on and invest in broadband over time in the Verizon exchanges

12
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it is acquiring in Arizona. In addition, Frontier plans to offer many of the same

innovative promotions and service orderings that have focused on the adoption of

broadband by consumers.

Second, customers will benefit from Frontier's track record of successfully providing

high-quality service in rural communities similar to the Verizon exchanges in Arizona.

Following completion of the transaction, Frontier will be able to generate improved

operational performance through the deployment of Frontier's technology and processes

in the acquired service areas in Arizona.

Third, Frontier will become larger and stronger, which in tum will benefit Arizona

customers. Frontier currently serves approximately 2.25 million access lines, and this

transaction will accelerate Frontier's growth, creating a larger company with increased

financial strength and iiexibility. Frontier will be the fifth-largest ILEC in America,

serving predominantly rural communities, suburban markets and sadler to moderately

sized cities, and it will have 8.6 million voice and broadband connections, including more

than 7 million access lines and $6.5 billion in revenues. Following the transaction

Frontier will be a more robust canter with the financial capability to mice the

investments needed to increase broadband penetration and provide better service.

Frontier will have an even stronger balance sheet and greater cash flow generation

capabilities.Theincreased financial strength is expected to improve Frontier's access to

capital and lower its cost of capital, which will inure to the benefit of the Arizona

operating companies and theircustomers.

A. EXPANDED BROADBAND SERVICES OVER TIME

What is the current status of the Frontier broadband deployment in the areas where

21

22

23 Q.

24

25

26

Frontieroperates?

Frontier operates in 24 states, In these states, Frontier owns and operates 330 host and

695 remote switches.. Digital Subscnlber Line ("DSL") service (referred to as high-speed

A.
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Internet or "HSI"in the Frontier product set) bas been deployed in 1,017 (99.3%) of the

1,025 Frontier host and remote switches. Across the country, Frontier is currently able to

serve approximately over 90% of the households iN its service territory with High Speed

Internet broadband capacity. In Arizona, Frontier has deployed DSL in 52 of its 54

hoWremote switches and has made HSI available to approximately 87% of the

households in its service territory.

Describe how Frontier has distinguished i tself  f rom other prov iders to ensure

customers can use the High Speed Internet broadband services that they subscribe

10 A.
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Frontier seeks to ensure that each customer is able to enjoy the benefits of Frontier's

service offerings without inconvenience by performing "full installs" of its products in

the customers' home. Under this program, instead of mailing an installation lat to a

customer's home, a Frontier technician will go to the. customer's location and perform a

full installation of the High Speed Internet service. The technician will also make sure

that the PC is set up correctly and show the customer how to access the Internet and their

email. ,

Frontier is convinced that its high level of service is a key ingredient to its success with

high broadband penetration in its existing service territory. While Frontier believes

Verizon's current customers are well served, we believe Frontier's unique customer

service will provide a clear benefit to these customers if the transaction is approved.

What are Frontier's goals for increasing broadband availability in Arizona?

Our goal is to increase broadband availability over time in the Verizon exchanges we are

acquiring in Arizona. In order to accomplish this task, Frontier will identify the areas in

which broadband can be reasonably and economically deployed on a timely basis.

Frontier, of  course, wil l  not be able to immediately deploy broadband-capable

infrastructure to all areas. Therefore, as with most network investment plans of this

25
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magnitude, we have to makedecisions on where to deploy iirdrastructure first based on

the relevant business case scenarios. We are currency in the process of determining

where we will first augment the broadband network, but in typical deployment schedules

we build-out to areas where we can reach the highest number of customers most quicldy.

Why is the expansion of broadband an important objective of Frontier?

From Frontier's business perspective, providing broadband service to the unserved or

underserved customers in the acquired areas is a key driver of this transaction and

presents a significant business growth opportunity. The provision of broadband service

to more customers will be an important source of additional revenue and key to reducing

the approximately 10% access line loss Verizon has recently been experiencing in these

areas (significantly higher than the approximately 7% loss Frontier experienced in its

service areas in 2008). Customers and Frontier will derive significant benefits where

Frontier can increase broadband availability in the service areas it will acquire from

Verizon. It will allow Frontier to increase the services and bundles of services it can

make available to customers. Frontier's track record of malting broadband service

available reflects its commitment to the deployment of broadband in meal areas and its

Core belief that such deployment is fundamental to its business model and its ability to

retain customers. .

Will Frontier implement its process of deploying a technician to install High Speed

Internet service to new subscribers of broadband service in the Verizon service

territoHes being acquired?

Yes. While it will not happen on day one following the closing of the proposed

transaction, it is Frontier's intention that over time it will implement the same process it

utilizes in the existing Frontier properties to deploy a technician to the customer's home

to install newly acquired High Speed Internet service.25

26
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Please summarize the federal Broadband Stimulus Funding Program under the

American Reinvestment and Recovery Act of 2009.

This is a federal grant and loan program, to be administered by the Rural Utility Service

(RUS), . division of _the Department of  Agricul ture; and the National

Telecommunications and Information Administration (NTIA), a div ision of  the

Department of Commerce. 'In addition to the program's goal of providing direct stimulus

to the U4S. economy, it is intended to further the national goal of strengthening the

nation's broadband infrastructure and improving broadband utilization, particularly in

rural areas. .

The program provides a total of $7.2 billion in grants and loans for both investments in

infrastructure and adoption programs. NTIA will be responsible for distributing $4.7

billion to meet project goals with the remaining $2.5 billion to be administered through

the RUS. Generally, the grant Program provides 80% of the total project cost with the

applicant malting the remaining 20% investment. The grants and loans issued in three

separate application and review periods.

What is the current status of the federal Broadband Stimulus Funding Program?

RUS and NTIA issued a joint Notice of Funds AVailability (nOvA) on July 1, 2009. The

notice details the process for the first round of Broadband Stimulus Funding grants and

loans. The first application period is open from July 14 through August 14, 2009.

Awards will begin to be announced around November 7. The timing of applications for

the second and third rounds have not yet been finalized or released by RUS and NTIA but

the second and third application periods are expected to occur in fourth quarter 2009 and

second quarter 2010, respectively.

For what type of projects does Frontier anticipate it will request funding under the

program?25

26
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Frontier expects to request funding for both last mile and middle mile projects to expand

broadband penetration within the unserved and underserved markets that it serves.

Frontier's "last mile" projects include provisioning DSLAMs and digital loop carrier

within the local distribution network to extend availability of broadband services to more

Md and sparsely populated areas of its exchanges, often areas with long loop lengths

that are beyond 21,000 feet. The "middle mile" projects include re-enforcement of

transport facilities to a Frontier wire center to support broadband services to the entire

wire center. .

Wby is itimportant for the Commission to approve the Frontier acquisition of the

Verizon exchanges so that Frontier can participate iii the Broadband Stimulus

Funding program?

The service areas Frontier intends to acquire from Verizon have several areas that may

qualify under NTIA and RUS definitions as underserved or unserved. The opportunity to

seek and receive broadband iimding for projects in these areas can be helpful in

accelerating broadband deployment and assist in tiding projects that would not

otherwise be economically justified. While the timing of the applications period for the

second and third rounds of funding is not yet definitively known, timely approval of the

Frontier acquisition will increase the likelihood of Frontier being in a position to apply

for funding in the rural portions of Verizon's service territory. This is one of the reasons

why we have asked this and other Commissions to act expeditiously in their review of the

proposed transaction. .

B. ADDITIONAL CUSTOMER BENEFITS

What are the additional customer benefits that Frontier anticipates?

The proposed transaction will create a range of benefits for Verizon's existing customers.

These benefits include more locally focused customer service and competitive pricing of

new bundled service offerings tailored to the desires of new Frontier customers. Frontier

-17-
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plans to expand significantly the availability of competitively pricer communications

services bundles, providing greater choice in the marketplace. .

Why does Frontier think it can improve on Verizon's performance in the areas it is

acquiring?

Frontier's predominant business focus is delivering high quality wireline services over its

own networks in mortal communities, suburban markets and in smaller to rnoderautely sized6

7 cities. Withier Frontier, wireline network investment and customer service in these areas

8 will not be competing for capital and management attention with a diverse array of other

delivery platforms such as a national wireless platform, or with global enterprise services9

10 or more urbanized markets. Rather, Frontier's business plan depends on investing in and

to customers in rued areas and smaller to mid-sizedproviding efficient service

12 communities, and it has implemented business practices, investment strategies, and

13 customer service initiatives designed for customers in these service areas.

14 Q-

15

16 A.

17

18

19

20

21

What are Frontier's objectives regarding customer service and service quality for

the new Verizon service areas you are acquiring?

Frontier's overarching objective will be to maintain and improve the service that is

currently provided. This is a competitive business and Frontier will have to be a quality

sewiceproWdm in order to compete effectively.

Frontier has been Clear about the strategic imperative to provide a customer experience

that meets or exceeds customer expectations. One of Frontier's core principles is "To put

the customer first." The commitment to do so isa significant contributor to creating an

environment where market share erosion can be slowed and new services successfully22

23 sold. Decisions will be made so as to give employees the tools to provide high levels of

24 customer service and satisfaction.

25

26
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Summary Financial Comparison

2008 Statistics Frontier Standalone Frontier Pro Forma

Access Lines 2,250K 7,050K

Revenue $2,250M $6,525M
EBITDA $1 00M $3,125M

CAPEX $290M $700M

Free Cash $500M $1,400M
Net Debt $4,547M* $8,005M
Net Leverage 3.8x 2.6x
Dividend/Share $1.00 $0.75
Dividend Payout Ratio 64.6% 43.0%

1

2 Q-

3

4

5

6

A.

7

8

9

10

c . FINANCIAL BENEFITS OF THE TRANSACTION

You have explained that Frontier is a financially solid operating company today.

Do you expect that the projected financial steMs for Frontier improve following the

closing of the proposed transaction with Verizon?

Yes. Not only will Frontier continue to be financially strong following the closing of the

proposed Verizon transaction, its iinancidposition will be improved. By deleveraging

its balance sheet and by decreasing both its per-share dividend payout and dividend

payout ratio, Frontier will emerge from this transaction as a stronger, more stable

competitor with a financial structure and level of cash flow that will enable it to make

investments in the acquired service temltories and to provide even more efficient service

12

13

14

A.

in these areas.

Please summarize the key service and financial me¢rics for the combined company?

The following is a summary of some of the critical service and financial met;nlcs .we

considered for Frontier and the combined company:

15

16

17

18

19

20

21

22

23

24
Note: Dataproforma for the year ended December 31, 2008, except as noted.

4= As of 3/31/2009
25

26

Q.
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2

3 Q:

4

5

6

A.

7

8

9

As I explain below, the combined company will be financially stronger than a stand-alone

Frontier in several critical respects. .

Explain the projected changes in.Frontier's free cash flow following the completion

of the proposed transaction?

On a pro forma basis for 2008, the combined company would have had flee cash f low of

over $1,4 billion, as compared tO approximately $500 million for Frontier on a stand-

alone basis. Free cash flow is defined as after-tax cash from operations less cash for

capital investments. The transaction will result in significant free cash flow accretion in

the second frill year of operation. :

Has Frontier rev ised its div idend policy that wil l  take ef fect af ter the proposed10 Q-

11

12 A.

13

14

15

16

17

18

19

20

21

22

23 Q-

24

25

A.

transaction is completed? .

Yes. At the discretion of its Board of Directors, Frontier currently pays an annual cash

dividend of $1 .00 per share of Frontier common stock. After the closing of the proposed

transaction, Frontier inteNds to change its dividend policy to pay an armual cash dividend

of $0.75 per share of Frontier common stock, reducing its dividend by 25% - from $1 .00

to $0.75 per share - effective with the close of the transaction. This will result in the

ratio of Frontier's dividend payout of its free cash flow decreasing from almost 65% on a

stand-alone basis to approximately 43% on a proforma basis for 2008. Frontier believes

that this dividend policy, and associated reduced dividend payout ratio, affords the

combined company the financial flexibility to use the additional free cash flow to invest

in the newly acquired Verizon territory, offer new products and services, and increase

broadband capability in its markets over the next few years.

What effect will the transaction have on Frontier's leverage ratio?

As a result of the acquisition of Verizon, Frontier's leverage ratio (net debt divided by

earnings before interest, taxes, depreciation and amortization, or EBITDA) is projected to

decrease from 3.8 times to 2.6 times, which is approaching investment grade. This will26
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21

22

23

24
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26

A.

provide Frontier with improved access to the capital markets, thereby increasing

Frontier's flexibility to further manage its balance sheet and/or invest in new products for

its customers.

DQ you anticipate that Frontier will be able to attract additional capital, if it seeks to

do so?

Based on our financial analysis, we project that following the transaction Frontier will be

able to generate significant free cash flow, and will be able to attract additional capital, if

necessary, to provide high quality service and effectively expand our planned broadband

deployment. Given the solid ratios, the improving capital structure and the size of the

company following the proposed transaction, we are eorNident that the capital markets

will continue to be open to us should we need to access them. In fact, two credit rating

agencies Moody's and Fitch) put Frontier on a positive credit watch the day the

proposed transaction was announced, thereby suggesting Frontier's credit rating may

improve following the closing of the transaction, based upon the projected capital

structure.

Based on the projected financial profile of the company, will Frontier be a

financially sound company subsequent to this traNsaction?

Yes. Frontier will be a much stronger company. I have already described the reduced

leverage and increased cash flow items resulting from the transaction. This transaction

will improve Frontier's balance sheet and help assure the company will remain

financially sound and viable, MM the resources to provide the benefits I have described

to our existing and new customers and communities we will serve.

Does Frontier have the financial capability to maintain and continue to invest in

existing facilities and to expand broadband deployment over time?

Yes. As I explained above, Frontier is already in a strong financial position and the

transaction will only strengthen that position because it is substantially deleveraging, will

-21-
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A.

22

23

24

25

significantly increase 'Dee cash flow, and will result in a more sustainable dividend

payout rate. As a result, Frontier will have the iinanciad flexibility and resources to make

the needed investments in the network and to expand broadband deployment over time.

Does the transaction present additional financial opportunities for Frontier?

Yes. In Frontier's view, the transaction presents numerous opportunities for further value

creation and increased revenues. Frontier's key metrics in its current service terntones---

which are more nxrad than the ones it is acquiring in this transaction--exceed those of

Verizon in the acquired territories. In particular, while Verizon has recently experienced

access l ine losses of approximately 10%, Frontier's rate of  loss has been only

approximately 7%. Frontier's penetration rate for key services surpasses Verizon's in the

acquired territories: approximately 69% for long distance as compared to approximately

46% for Verizon; approximately 25% for High Speed Internet access as compared to

about 20% for Verizon, and approidmately 9% for satellite television service versus

approximately 5% for Verizon. Frontier expects that it will be able to bring its product

and service penetration in the acquired areas much closer in line to its performance in its

current service areas, resulting in more services for customers and greater revenue.

THE TRANSACTION POSES NO HARM OR SIGNIFICANT RISKS TO

CUSTOMERS. COMPETITORS OR EMPLOYEES

A. NO HARM TO CUSTOMERS.

Will Verizon's customers be adversely impacted by the proposed transaction?

No. For the transferred Verizon California exchanges, the very same Verizon tariffs that

currently apply to those retail.cWomersMfore the transaction will be submitted for New

Communications of the Southwest Inc. and will apply to those exchanges after the

closing of the proposed transaction. Frontier proposes to offer the terms, conditions and

prices of Verizon's tarif fs and price l ists as of  the closing, which wil l  make the

transaction transparent to Verizon's existing customers. No regulated intrastate service26
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1

2

3

5 Q-

A.6

7

8

9

10

12

13

14

existing at the time of closing will be discontinued, interrupted or have its rate increased.

In addition, Frontier will not seek to recover through rates any transaction costs

associated with this transaction. Frontier,*in short, will initially offer the same regulated

retail services that Verizon's cumomers receive prior to the closing. .

What will be the immediate impact on retail customers following the transaction?

Upon completing the transaction, existing retail customers will continue to receive the

same regulated intrastate services on the same terms and conditions under their existing

contracts, agreements, price lists and tariffs at the time of closing, and the'transfer will be

closely coordinated to ensure a smooth transition. Frontier has no plans to make any

changes to the services in Arizona at closing. With respect to retail customers, Frontier

will continue to provide local exchange and domestic interstate and international

interexchange telecommunications and information services after the closing of the

transaction without any material reduction, impairment, or discontinuance of service to

any customer, Frontier will honor existing tariffs, price lists and contracts to make the

transition seamless for retail customers. This will ensure that the transaction will be15

16

17

18

19 Q-

20 A.

21

22

23 Q.

24 A.

25

transparent to current customers in Arizona, who generally will continue to receive the

same services on the same terms. The only significant change these customers will see is

a change in the name of their service provider from Verizon to Frontier.

What will be the longer-term impact on retail customers following the transaction?

Over time, Frontier intends to offer customers new service choices that are currently

available to Frontier's existing customers, as well anew products and services Frontier

may make available in the future.

What toll services will Frontier provide?

Frontier will offer substantially the same intrastate and interstate toll calling services

being provided by VLD and VES, and over time Frontier will offer new services and

service bundles.26

4
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Please summarize how~I*`rontier's prior experience in acquiring and integrating

other companies will enable Frontier to ensure customers are not adversely affected

by the proposed transaction? .

Frontier has a highly successful track record of acquiring, operating and investing in

telecommunications properties nationally, including over 750,000 access lines it

purchased from Verizon's predecessor GTE between l 993 and 2000. Specifically, in

2000, Frontier acquired over 300,000 access lines in Minnesota, Illinois and Nebraska.

in June 2001, Frontier purchased all of Global Crossing's local exchange coniers, which

served approximately l.l million telephone access lines in Alabama, Florida, Georgia,

Illinois, Indiana, Iowa, Michigan, Minnesota, Mississippi, New York, Ohio, Pennsylvania

and Wisconsin.

More recently, Frontier acquired and successfully integrated Commonwealth Telephone

Company in Pennsylvania and Global  Val ley Networks in California. The

Commonwealth Telephone Company acquisition, which included over 320,000 ILEC

lines and over 100,000 CLEC lines, was completed in March 2007. The Global Valley

Networks acquisition was completed in October 2007 and included over 12,000 access

lines. .

In each of these transactions, Frontier successfully integrated all of these businesses with

its operations and consolidated different customer service systems. Today, each of

Frontier's operating companies utilizes the same customer service and billing system

platform.

Frontier has a highly successful track record of acquiring, operating, and integrating

telecommunications properties across the country. Frontier has extensive experience -

and success .- integrating existing operations into Frontier without adversely impacting

the customer. Immediately following the completion of the transaction, Verizon's end-

user customers will continue to receive the same regulated intrastate services, service

25

26
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rates, and service terms and conditions as they received immediately prior to the

transaction. Again, the only significant change customers will see is a change in the

name of their service provider from Verizon to Frontier.

Why is Frontier well positioned to acquire and effectively operate the Verizon

propertiesin Arizona?

Frontier's predominant business focus is delivering high quality wireline services over its

own networks in mid America, suburban markets and in smaller to mid-sized

communities. Within Frontier, wireline network investment in these areas will notbe

competing for capital and management attention with a diverse array of other delivery

platforms, with global enterprise services, or with more urbanized. markets. Rather,

Frontier's business plan depends on. investing in and providing efficient service to

customers in smaller and mid-sized communities, and it has implemented business

practices, investment strategies, and customer service initiatives designed for customers

in these service areas. Customers in the acquired areas will be a key strategic focus for

Frontier and will benefit from Frontier's track record of successfully providing high-

quality service in areas it serves.

How will Frontier's existing operations be impacted by the proposed transaction? .

No change will occur with respect to Frontier's existing operating entities in Arizona,

including Citizens TelecomMunications Company of the White Mountains, Inc., db

Frontier Communications of the White Mountains, Citizens Utilities Rural Company,

Inc., db Frontier Citizens Utilities Rural, and Navajo Communications Company, Inc.,

or with respect to any entity holding a controlling interest in them, because the control of

these companies will remain with Frontier as it is today. These companies will continue

to operate as separate entities under their existing tariffs and Commission regulatory

requirements immediately following the transaction. Frontier's existing customers will

continue to receive the same services, service rates, and service terms and conditions.26
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l Q,

2

Please describe the process thatVerizon and Frontier will use to ensure the transfer

of Verizon's customer service support systems to Frontier will be seamless for

3

4 A.

5

6

7

8

9
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Q_
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22

A.

23

24

25

customers in Arizona.

Verizon's existing systems support retail ordering and billing, wholesale ordering and

billing, network monitoring and maintenance, and all customer support functions. Prior

to closing, Verizon will replicate and physically separate these systems from the synerns

it will continue to use for its own operations after the close. These separate, centralized

systems will be dedicated to the operations being acquired by Frontier.

Will Frontier have the ability to ensure that the systems are functioning properly

prior to closing?

Yes. First, the companies will coordinate as Verizon undertdces the process of

replicating its existing systems. Verizon is required to keep Frontier updated, engage in

ongoing discussions regarding the process, and grant Frontier reasonable rights of access.

Moreover, Frontier will be able to validate and confirm that the principal operating

systems have been replicated properly in advance of closing.

Have Verizon and Frontier designed the systems transition process so that there are

no operational disruptions?

Yes, Upon closing, Frontier will use the same operational systems - ordering, billing,

etc. - that Verizon uses at closing to provide service in Arizona, Verizon will separate

these systems prior to closing and Frontier will control fully functional independent

systems following the close. In other words, Frontier will simply take over tested,

functional operational systems. Frontier will then have the option to use the systems for

as long as it wishes. In addition, to further ensure a smooth transition, Verizon will

continue to provide system support for at least a year alter close, and Frontier may elect

to continue to receive some or all of the support from Verizon on an ongoing basis.

26

A.
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Will there be any overlap between the systems that remain with Verizon and those

that serve the areas Frontier is acquiring?

Alter closing, the customer records and informationfor customers located in Arizona will

be maintained on Frontier's systems, which will be maintained independently from the

systems Verizon retains and utilizes to provide service in other states. Also, the parties

have agreed that if all the necessary hardware cannot be procured and installed in the

Frontier data center prior to closing, it will be made available by Verizon or a Verizon

subsidiary for up to one year following the closing to allow for transition, and such

hardware shall thereafter be transferred to Frontier.

Explain how Frontier's planned transition of the Verizon systems to Frontier is

different from a complex "cutover"?

In situations where systems that have been used to support local exchange carrier

operations remain exclusively with the transferor, the acquiring party must develop new,

or modify existing systems to provide service to the customers otter the transactions

completed. Then the transferor and the acquiring party must complete a cutover at a

specific date/time, whereby the customer's data and service support functions are moved

to the newly developed systems and the acquiring party assumes responsibilities for

providing service On an ongoing basis using those systems, This scenario will not occur

in Arizona because Frontier will be using replicated versions of the same systems in place

at Verizon prior to the transaction and will have the advantage of employees experienced

MM those systems who will continue with the business.

B. IMPACT ON COMPETIT ION

Will Frontier honor Verizon's existing wholesale obligations?

Yes. The proposed transaction will not have adverse impacts on wholesale. service

customers in Arizona Frontier will assume or honor all obligations under Verizon's

current interconnection agreements, wholesale tariffs, and other existing wholesale

-27-
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4

Q.

5

6

7

A.

arrangements in addition to complying with the statutory obligations applicable to all

ILE Cs.

Will the fully operational systems Verizon is handing off include the systems used to

manage wholesale and CLEC relationships? _

Yes. Frontier will use the same systems used by Verizon prior to closing to manage

.Verizon's existing wholesale and CLEC relationships in Arizona. As a result, CLECs

operating in .Verizon's Arizona eXchanges should not have to process orders in a different

manner nor have their existing OSS arrangements disrupted.

c. IMPACT ON EMPLOYEES

Describe Frontier's commitments with respect to Frontier's and Verizon's existing

8

9

10 Q-

13

14

A..

Q-

15

16

17

18

19

20

A.

21

22

23

24

24

employees.

Frontier has committed to a process that is respects of all employees - Frontier and

Verizon, alike. The proposed transaction ensures fair and equitable treatment of the

current Verizon employees affected by the proposed transaction. Both Verizon and

Frontier believe that this experienced labor force represents the key to serving customers,

and it is fundamental Mat the companies support those employees.

Please identify the executive leadership team that will manage Frontier's operations

following the closing of the proposed transaction?

The existing Frontier operations, along with the Verizon operations to be acquired by

Frontier, will be managed by an experienced group of executives at Frontier. Frontier's

senior management team will continue to manage the business of the combined company.

In addition, Frontier expects to supplement its current management team with members

of Verizon's current regional management team who currently manage the Verizon

business. Set forth below are the name, age arid biographical information of each person

who is cun'ently expected to be a member of Frontier's senior management immediately

following the proposed transaction:26
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1
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MARY AGNES WILDEROTTER, 54, has been with Frontier since November
2004. She was elected Presidentand Chief Executive Officer in November 2004
and Chairman of the Board in December 2005. Prior to joining Frontier, she was
Senior Vice President-Worldwide Public. Sector of Microsoft Corp. Boy
February 2004 .to November 2004 and Senior .Vice President-Worldwide
Business Strategy of Microsoft Corp. from 2002 to 2004. Prior to that she was
President and Chief Executive Officer of Wink Communications from 1997 to
2002.

5

6

7

8

9

10

11

12

DONALD R. SHASSIAN, 53, has been with Frontier since April 2006. He is
currently Executive Vice President and Chief Financial Officer. Previously, he
was Chief Financial Officer from April 2006 to February 2008. Prior to joining
Frontier, Mr. Shassian had been an independent consultant since 2001, primarily
providing M& A advisory services to several organizations in the
communications industry. In his role as independent consultant, Mr. Shassian
also served as Interim Chief Financial Officer of the Northeast region of Health
Net, Inc. for a short period of time, and assisted in the evaluation of acquisition,
disposition and capital raising opportunities for several companies in the
communications industry, including AT&T, ConsOlidated Communications and
smaller companies in the rural local exchange business. Mr. Shassian is a
certified public accountant, and served for five years as the Senior Vice President
and Chief Financial Officer of Southern New England Telecommunications
Corporation and for more than 16 years at Arthur Andersen, where his last
position wasas Partner-in-Charge of the Telecommunications Industry Practice
for North America.13

14

15

16

17

HILARY E. GLASSMAN, 47, has been with Frontier as Senior Vice President,
General Counsel and Secretary since July 2005. Prior to joining Frontier, from
February 2003, she was associated with Sandier 0'Neill & Partners, L.P., an
investment bank with a specialized financial institutions practice, first as
Managing Director, Associate General Counsel and then as Managing Director,
Deputy General Counsel. From February'2000 through February 2003, Ms.
Glassman was Vice President and General Counsel of NewvieW Technologies,
Inc. (formerly-Steel Corporation), a privately~held software company.

18

19

20

21

PETER B. HAYES, 51, has been with Frontier since February 2005. He is
currently Executive Vice President, Sales, Marketing and Business Development,
Previously, he was Senior Vice President, Sales, Marketing and Business
Development from February 2005 to December 2005. Prior to joiningFrontier,
he was associated with Microsoft Corp. and served as Vice President, Public
Sector, Europe,Middle East, Africa from 2003 to 2005 and Vice President and
General Manager, Microsoft U.S. Government from1997 to 2003.

22

23

24

ROBERT J. LARSON, 50, has been with Frontier since July 2000. He was
elected Senior Vice President and Chief Accounting Officer of Frontier in
December 2002. Previously, he was Vice President and Chief Accounting
Officer firm July 2000 to December 2002. Prior to joining Frontier, he was Vice
President and Controller of Century Communications Corp.

25

26

DANIEL J. McCARTHY, 45, has been with Frontier since December 1990. He
is currently Executive Vice President and Chief Operating Officer. Previously,
he was Senior Vice President, Field Operations from December 2004 to
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December 2005. He was Senior Vice President Broadband Operations from
January 2004 to December 2004, President and Chief Operating Officer of
Electric Lightwave from January 2002 to December 2004, PreSident and Chief
Operating Officer, Public Services Sector from November 2001 to January 2002,
Vice President andChief Operating Officer, Public Services Sector from March
2001 to November 200] and Vice PresideNt, Citizens Arizona Energy from April
1998 to March 2001. .4

5

6

7

8

CECILIA K. McKENNEY, 46, has been with Frontier since February 2006. She
is currently Executive Vice President, Human Resources and Call Center Sales &
Service. Previously, she was Senior Vice President, HurnanResources from
February 2006 to February 2008. Prior to joining Frontier, she was the Group
Vice President of Headquarters of Human ResOureesof The Pepsi Bottling
Group, referred to as PBG, from 2004 to 2005. Previously at PBG Ms.
McKenney was the Vice President, Headquarters Human Resources from 2000 to
2004.

9

10

11

12

MELINDA WHITE, 49, has been with Frontier s'mce January 2005. She is
currently Senior Vice President and General Manager of New Business
Operations. Previously, she was Senior Vice President, Commercial Sales and
Marketing from January 2006 to October 2007. Ms. White was Vice President
and General Manager of Electric Lightwave from January 2005 to July 2006.
Prior to joining Frontier, she was Executive Vice President, National
Accounts/Business Development for Wink Communications from 1996 to 2002.

13 Q. Has Frontier made final decisions about staffing other management positions in

14

15 A.

16

17

18

19

AC

21

2:

24

2»

Arizona?

No. While Frontier has not made decisions about staffing, we will continue to work

through an orderly planning process. Verizon employees whose primary duties relate to

the Verizon businesses being acquired by Frontier, -excluding certain employees

designated by Verizon, will immediately after closing continue as employees of one of

Frontier's subsidiaries. Approximately 11,000 current Verizon employees will transition

over to Frontier as part of the proposed transaction. While Verizon and Frontier are still

in the process of identifying some of the specific employees who will transition to

Frontier, it is clear that the majority of the Verizon company employees who are

experienced and dedicated to the provision of local services in Arizona will become part

of the Frontier team following the closing of the transaction. Management employees will

continue to receive the same levels of compensation and benefits they receive now from

24

21

-30-



1

2

3

4

5

6

7

8

9

10

.11 Q.

12

13

14
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Verizon for at least one year after the transaction closes. Frontier has also committed that

during the first 18 months after the transaction closes, Frontier will not terminate the

employment, other than for cause, of any of the current Verizon employees who are

actively employed as installers or technicians or are on a leave of absence or other

authorized absence with a right to reinstatement. Employees generally will continue 'm

their existing roles and locations, perfonning functions consistent with those they

perform today, after the transaction is completed. The customer service, network and

operations functions that are critical to Frontier's success in providing high quality

service will continue to work and provide service in Arizona alter the transaction is

complete.

Is New Communications of the Southwest seeking designation as an Eligible

Telecommunications Carrier ("ETC") for the Verizon California exchanges?

Yes. Upon closing of the proposed transaction, New Communications of the Southwest

will control the operating Arizona ILEC assets and the personnel in the Verizon

California exchanges, giving to New Communications of the Southwest the capacity to

fulfill the ETC role. Consistent with the FCC requirements for designation for as an

ETC, following the closing, Frontier will control New Communications of the Southwest

and will prov ide in the Verizon California exchanges, as Frontier has in its own.

exchanges in Arizona, al l  of  the FCC required serv ices. Specif ically, New

Communications of the Southwest will provide in the Verizon California exchanges each

15

16

17

18

19

20

21

22

23

24

Local usage,

Dual tone multi-equency (touch tone) or its hmctional equivalent,

Single-party serviceor its functional equivalent,25

26

of the following services as the FCC defines them throughout its service area:

(1) Voice grade access to the public switched network;

(2)

(3)

(4)

(5) Access to emergency services,
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(6) Access to operator services,

(7) Access to interexchange services;

(8) Access to directory assistance, and

(9) Toll limitation for qualifying low-income consmners.

New Communications of the Southwest will comply with dl other applicable FCC and

Commission rules and requirements associated with being an ETC and therefore requests

that, upon closing New Communications of the SouthweSt be granted ETC status for the

Verizon California Exchanges.

Please summarize the other approvals that are being requested.

As set forth in the Joint Application, Frontier, New Communications of the Southwest,

and/or New Communications Online and Long Distance Inc,, also request the following

approvals: 4

( l ) Approv al  of  the t ransfer of Verizon California's CC&N to New

Communications of the Southwest, Inc., that will be owned and controlled by Frontier

following the closing of the proposed transaction, or alternatively, issuance of a new

CC&N to New Communicat ions of  the Southwest  ( to be renamed Front ier

Communication of the Southwest) pursuant to A.R.S. § 40-281 et seq. Because the

transaction includes payphone assets, Frontier also requests the transfer of Verizon

California's separate payphone CC&N to New CoMmunications of the Southwest, or

alternatively, issuance of a new payphone CC&N to New Communications of the

Southwest pursuant to A.R.S. §40-281 et seq.

(2) New Communications Online and Long Distance Inc., requests a CC&N

to provide competitive interLATA/intraLATA resold telecommunications (except local

exchange services). New Communications Online and Long Distance Inc., also requests

a determination from the Commission that its services are competitive pursuant to A.A.C.

R14-2-l l05(B) and R14-2-1108. New Communications Online and Long Distance Inc.,

24

25

26
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further requests a waiver of the Commission's slamming Mes (A.A.C. R14-2-190] et

seq.) to enable the Company to conduct the long distance business transferred to it by

VLD and VES.

(3) New Communications of the Southwest requests that the Coimnissron

allow it to adopt, as of the closing date, the existing tariffs of Verizon California, and

New Communications Online and Long Distance Inc., requests that the Commission

allow it to adopt, as of the closing date, the applicable provisions of the existing tariffs of

VLD and VES. .

(4) If the Commission determines that this transaction triggers the affiliated

interests rules (A.A.C. R14-2-801 et seq.), Frontier, New Communications of the

9

10

13

14

15

16

Southwest, and New Communications Online and Long Distance Inc., request that the

Q-

17

18

19

20 A.

21

22

23

24

Commission grant all necessary approvals or waivers under the miles.

(5) , New Communications of the Southwest and New Communications Online

and Long Distance Inc., request that the Commission approve the transfer of assets

pursuant to A,R.S. § 40-285 and take such other measures and provide such other

approvals as the Commission may deem necessary to allow the parties tO complete the

transaction described in the Joint Application.

Can you summarize the benefits that you have discussed in detail earlier and why

the proposed transaction is in the public interest?

Yes. The benefits that we believe this transaction will bring to the current Verizon

customers in Arizona include:

Increasing broadband availability in Arizona will be a business imperative for

Frontier both to provide an added revenue source and to stem the rate of line

losses to competitors. Frontier has a strong record of deploying broadband in its

markets. Frontier believes that through a combination of investment and high~25

26

33
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iv;

1*

1 quality customer service, it can increase broadband availability in Arizona over

time.2

3

4

5

Frontier will also bring to Arizona its innovative customer service programs

options, such as its program to assist new subscribers of broadband services by

sending a technician to a customer's home to set up service and ensure that

consumers are comfortable navigating and using High»Speed Internet services in6

7 the home.

8 •

9

10

11

12

13

14

The transaction will strengthen Frontier's balance sheet through a substantial

decrease in its leverage ratio, a 25% reduction in its shareholder dividend and a

reduced dividend payout ratio. This stronger financial structure and increased

cash How will provide the financial flexibility Frontier needs to make product and

network investments in Arizona it deems necessary to improve its ability to

compete, including in broadband infrastructure.

Frontier already has a proven track record of success in sewing rural communities

and smaller to moderately sized communities, including its existing service areas15

16 inArizona.

17 The transaction will increase Frontier's size and scale so as to enable more

efficient operations and to allow it to better serve its customers in Arizona.18

19 Frontier will honor existing tariffs and contracts. Existing customers will

20

21

22

23

continue to receive substantially the same intrastate regulated services on the

same terms and conditions under their existing tariffs, Frontier will continue to

provide services alter the closing of the transaction without any material

reduction, impairment, or discontinuance of service to any retail or wholesale

customer. This will ensure that the transaction will be largely transparent to24

25 currentVerizoncustomers in Arizona.

26
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1

2

3

4

5

6

7

8 Q.

A.

Frontier will offer its new cunomers increased service options, including many of

the service offerings enjoyed by cunomers in Frontier's existing markets.

The current regulation of the acquired operations will be unchanged by the

transaction. Following the transaction, Frontier will operate in conformance with

the Commission's relevant rules and regulations. The Commission will retain the

same regulatory authority over Frontier and the acquired operations that it

possessed prior to the consummation of the transaction.

Does this conclude your direct testimony?

Yes, thank you.9

10

11

12

13

14

.

F

15

16
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20
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23

I
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1 1. INTRODUCTION.

2 Q- Please state your name, occupation and business address.

3 A. My name is Daniel McCarthy. am Executive Vice President and Chief OperatingI
4

Officer of Frontier Communications Corporation ("Frontier" or the "Company"). My
5

6
business address is 3 HighRidge Park, Stamford, Connecticut,06905.

7

8 Q. Are you the same Daniel McCarthy who filed Direct Testimony in Docket Nos.

9 T01846B-09-0274, T-03289A-09-0274, T-03189A_09-0274, T-20679A-09-0274, T-

10 20680A-09-0274, T-20681A-09-0274?

11
A. Yes, I am.

12

13

14
Q~ What is the purpose of your testimony?

15 A. I am providing rebuttal testimony to the Direct Testimony of Mr. Annando F. Fimbres,

16 Public Utilities Analyst V, who filed on September 21, 2009, on behalf of the Utilities

17 Division ("staff") of the Arizona Corporation Commission ("Commission"). Staff

18 recommends approval of the Joint Application pursuant to which Verizon California, Inc.

19
("VCA") will transfer approximately 6,000 Arizona exchange access lines to a new

20
incumbent local exchange carrier - Frontier Communications of the Southwest, 1nc.,1 with

21

22

23

24

25

26

1 VCA serves approximately 6,000 access lines in Arizona and provides telecommunications services to the
following six exchanges located in La Paz County, Arizona: Cibola, Ehrenberg, Bouse, Parker, Parker Dam
and Poston. As is discussed 'm more detail in the Direct Testimony of Timothy McCallion of Verizon, the
essence of the transaction for Arizona is that VCA's ILEC operations in Arizona will be transferred in their
entirety to New Communications of the Southwest, Inc. (often referred to as NewILEC in the Joint
Application). Through a parent company merger, New Communications of the Southwest wit] be
ultimately controlled by Frontier and renamed Frontier Communications of the Southwest, Inc. Upon the
closing of the proposed transaction, Verizon will transfer to New Communications of the Southwest all of
the assets it currently uses to conduct the business of VCA's Arizona ILEC operations. New

- In1
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4

fifteen (15) conditions. I address the conditions recommended by Staff and urge the

Commission to reject or modif§1 certain of Staff' s recommended conditions.

Q- Can you summarize your testimony?

A. Yes. I will comment on six general topics raised by Staff  and I MII reference its

testimony, along with other relevant issues, in support of my rebuttal testimony.

First, applaud Staff for its support of the approval of our Joint Application

and its conclusion that the proposed transaction is in the public interest;

• I explain why Staff is incorrect when it contends that there are service quality

concerns that justify the imposition of new and additional service quality

metrics on Frontier beyond the service quality standards already in place in

Arizona, specifically those set forth by Staff in Conditions 3, 4, 5, 6, and 7,

tha t  the Commission  ( i )  hold Fron t ier  to the Average Answer  Time for

Residential Service Order Call Center response of VCA piton January 2008 to

June 2009 (69.1 seconds); (ii) ask Frontier to tile Orders from California or

Nevada; (iii) require Frontier to annually file monthly comparative service

quality and operation information reports for both Califomia and Arizona; (iv)

require that the three Frontier ILE Cs monthly service quality and operating

performance cannot decline below an 18 month average; and (v) require

1

2

3

4

5

6

7

8

9
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16
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20

21

22

23

24

25

26

Communications of the Southwest will be a subsidiary of Frontier and post closing will operate much as
VCA operates as a subsidiary of Verizon today.
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Frontier to maintain the average complaint to access line ratio of VCA over

the 2006 to 2008 period;

I explain why Staffs recommendation to require Frontier to commit to basic

\

exchange investment levels on a per access line basis at the level of the

average investment of the three Frontier Arizona ILE Cs is likely to result in

imprudent investment and may be counterproductive,

• I discuss why it is inappropriate for Staff to recommend that the Commission

attempt to exert managerial control over Frontier's existing and newly

acquired employees as set forth in Staff recommended Conditions 12, 13, and

• I explain why imposing any recommended condition for a period of 5 years is

an extraordinary and inappropriate amount of time and why the Commission,

if it decides to impose conditions, should limit any conditions to no more than

one or two years from the date of closing, and

• Finally, I affirm that Frontier Mil assume or honor all obligations under

VCA's interconnection agreements, tariffs, and other contractual

arrangements in effect as of the closing of the proposed transaction; comply

with all Commission orders applicable to VCA and all future Commission

Orders applicable to Frontier; comply with the existing rate moratorium for

l

2

3

4

5

6

7

8

9

10

l l

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

the VCA serv ice territory until the December 9, 2010 expiration date, as

I

3



ordered by Commission Decision No. 68348; report to the Commission the

number of  VoIP l ines served by any Frontier af f i l iate within the newly

acquired service area in Arizona and by Frontier's three Arizona ILE Cs, attest

that the Arizona state assessments (Utility Fund, 911/E911, Telephone Relay

Service ("TRS")) for VoIP serv ices provided by any Frontier aff il iate in

Arizona have been properly paid; and notify the Commission that the

transaction has closed within sixty (60) days after the transaction closing.

II. STAFF AGREES THAT THE PROPOSED TRANSACTION IS IN THE PUBLIC

INTEREST.

Q. Do you understand that Staff has undertaken a comprehensive review of the

proposed transaction in considering whether the proposed transaction is in the

public interest?

Yes. Staff has acknowledged that it has all the necessary information to consider the

1
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8
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22

23

24
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26

A.

requests of the Joint Applicants regarding the proposed transaction, and that, as part of its

comprehensive review, it considered information in the areas of (1) compliance with the

Commission rules and decisions, (2) pending dockets before the Commission, (3) service

quality, (4) customer complaints, (5) legal proceedings, (6) previous rate cases, (7) local

exchange service operation specifics, (8) local exchange investment impacts, (9) VoIP

technology deployment plans, (10) employee impacts, (l l) customer notices, (12)

Federal and Arizona Universal Service Fund ("USF") impacts, (13) ETC designation, and



4

(14) similarities between the proposed transaction and past transactions reviewed and
r

approved by the Commission.

Q- Does Staff believe that the proposed transaction is in the public interest?

A. Yes. On page 29 of its testimony, Staff concluded that theproposed transaction is in the

public interest.

Q- Are you pleased that Staff is supportive of the proposed transaction?

A. Yes. As I explained in my Direct Testimony, the proposed transaction will create a range

of benefits for Verizon's existing customers These benefits include more locally

focused customer service and competitive pricing of new bundled service offerings

tailored to the desires of the new Frontier customers. Frontier plans to expand

significantly the availability of competitively priced communications services bundles

and providing greater choice in the marketplace. In addition, increasing broadband

availability 'm the Verizon exchanges will be a business imperative for Frontier and will

bring benefits to consumers.

Q- Has Staff proposed conditions associated with the approval of the Joint Application?

1
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5
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26
z McCarthy Direct Testimony at 14-18.
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1 A.

2

Yes. Staff has proposed that the Commission. impose fifteen (15) different conditions on

Frontier, and Frontier's three existing operating ILE Cs in Arizona.3 These conditions are

3
discussed in my testimony that follows.

4

5 Q- Does Frontier agree with the conditions proposed by Staff?

6 A. While Frontier does not believe that the conditions proposed by Staff are necessary,

7 Frontier is not opposed to some of the proposed conditions. Specifically, as explained in

8
section VII below, Frontier accepts Staff Proposed Conditions Nos. 1, 2, 8, 10 and 15.

Condition No.1l applies directly to Verizon and is addressed in the accompanying

11
Rebuttal Testimony of Tim McCdlion. Frontier does, however, have several concerns

12 with and recommends that the Commission reject or modify various conditions proposed
\

13 by Staff including Condition Nos. 3 - 7, 9, 12, 13 and 14. My testimony below will

14 address each of these Staff-proposed conditions.

15

16
111. FRONTIER PROVIDES HIGH QUALITY SERVICE.

17

18
Q- What service quality-related conditions does Staff propose that apply to Frontier

19
and its three Arizona ILE Cs?

20

21

22

23

24

25

3 In Arizona, Frontier owns and operates Citizens Telecommunications Company of the White Mountains,
Inc., db Frontier Communications of the White Mountains, Citizens Utilities Rural Company, Inc., db
Frontier Citizens Utilities Rural, and Navajo Communications Company, inc. Frontier Communications of
the White Mountains, Frontier Citizens Utilities Rural and Navajo Communications Company are ILE Cs
which provide local phone service in 54 exchanges in Arizona, including the communities of Bullhead
City, Chinle, Gar ado, Holbrook, Kayenta, Kinsman, Lake Havasu City, Show Low, Snowflake,
Springerville, St. Johns, Window Rock and Tuba City.

9

10

26
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A. Staff proposes five service quality related conditions (conditions Nos. 3, 5, 6, 7 and 9),

which would prospectively apply to Frontier Communications of the Southwest and

Frontier's existing three Arizona ILEC after the close of the proposed transaction:

3. That Frontier maintain the Average Answer Time for the Residential Service
Order Call Center response of VCA from January 2008 to June 2009 (69.1
seconds) for the five years following the effective date of an Order in this matter.
Evidence of such should be provided annually by April 15th of each year for the
prior year.

5. That Frontier in an annual compliance filing due by April 15th of each year,
provide monthly comparative service quality and operating information to ensure
that the Frontier Arizona VCA local exchange areas are served comparably to the
Frontier California VCA local exchange areas that Frontier has acquired in
transactions related to this matter.

That for the five years following the effective date of an Order in this matter,
Frontier's three Arizona ILE Cs not allow their monthly service quality and
operating performance to decline below their average monthly performance for the
period of January 2008 to June 2009. Evidence of such should be provided
annually by April l 5th of each year for the prior year.

7. That the annual ratio of Frontier complaints to access lines remain the same as the
annual ratios of VCA for the 2006 through 2008 period. Evidence of such should

Rh
be provided annually by April 15 of each year for the prior year.

That Frontier commit to local exchange investment levels on a per access line
basis that at least equals the average investment per access line of its three Frontier
Arizona ILE Cs for the five years following the effective date of an Order in this
matter.

Staff Testimony at 31-32.

Q. Would you comment generally upon Staff's recommendations with respect to
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service quality?
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A. Staff has not shown there are any issues with Frontier's current service quality, or that the

acquiredVCA customers will receive inferior service quality. Staff has not identified any

circumstances in which any of the three Frontier ILE Cs operating in Arizona are

violating a service quality rule or order of this Commission. Further, Staff acknowledges

that it could find only one customer complaint 'm court based on a Frontier billing dispute

and no pending court, commission or FCC complaints or cases involving service quality

in Arizona. What Staff appears to have done is to focus on certain differences in service

quality performance between VCA and Frontier's ILE Cs over chosen periods of time and

then propose a service standard based on those differences. Further, Staff presupposes an

improbable scenario that Arizona customers will somehow be treated differently from the

new Frontier customers in California and Nevada.

Q, Are the service quality conditions proposed by the Staff necessary or appropriate?

A. No. As I stated in my Direct Testimony, Frontier's overarching objective associated with

the proposed transaction is to maintain and improve the service that is currently provided

by VCA in Arizona.4 Staff acknowledges in its testimony that wireless and other

competitors pose a serious competitive threat to traditional landline telephone service

provided by Frontier.5 Staff explained:

Local exchange losses to wireless, however, do f t  with Stajj"s general
understanding of the competitive situation, Sta# notes that by transferring VCA
local exchange areas to Frontier, Verizon Wireless - one of the two largest
national wireless providers - will no longer be restrained, even if informally,
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4 McCarthy Direct Testimony at 18.

5 Staff Testimony at 27.
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from competing against one of its former affiliates. While this proposed
transaction may enhance Frontier's ability to deliver broadband services, the
same proposed transaction may sharpen the competitive focus ofpernaps its most
key competitor .- Verizon Wireless.6

Frontier recognizes that it is 0pmli1ns in a very competitive business and Thai it will have

to provide high quality service in order to compete effectively and retain the VCA

customers being transferred to Frontier. Frontier has been clear about the strategic

imperative to provide a customer experience that meets or exceeds customer

. . . . . 7
expectations. One of Frontler's core pnnclples is "To put the customer first." The

commitment to do so and to maintain high quality customer service is a significant

contributor to creating an environment nth in Frontier where market share erosion can be

slowed and new services successMly sold.

Q, What is your reaction to Staffs recommended Condition No. 3 that Frontier

maintain VCA's Average Answer Time for Residential Service Order Call Centers

of 69.1 seconds, based on VCAs average answer time over the 18-month period from

January 2008 to June 2009?

Frontier does not agree 'with and disputes the reasonableness and necessity of this

condition. Staff is recommending an average answer service quality requirement of 69.1

seconds targeted at Frontier without demonstrating that VCA's most recent average

answer time of 107 seconds or Frontier's most recent average answer time of 170 seconds
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A.

s Staff Testimony at 27.

7 McCarthy Direct Testimony at \8.



I

is problematic or has resulted in service quality issues in A1izona.8 In so doing, Staff has

set a service quality standard based on VCA's average answer time performance over an

18 month period, when Staff has acknowledged that VCA's average answer time has

increased significantly in the most recent six months of performance. At page 8 of its

testimony, Staff specifically aclmowledged that during the first six months of 2009,

VCA's average answer time for residential service order call centers was 107 seconds,

whereas VCA's average answer time was 50 seconds in calendar year 2008. Using this

18-month period, Staff has proposed an average answer time of 69.1 seconds be applied

to the Frontier Communications of Southwest (former VCA) operations to be transferred

to Frontier. The 69.1 seconds average answer time standard proposed by Staff appears to

be calculated using a 50 seconds average time for January to June 2008, a 50 seconds

average answer time for July to December 2008 and a 107 seconds average answer time

for January to June 2009 (50+50+107/3 = 69). In effect Staff is giving undue weight to

answer time performance data from 2008 that will be more than one year old by the time

the proposed transaction closes in 2010. Because the 107 second average answer time for

the first six months of 2009 is a more representative indication of what VCA's recent call

center average answer time is in Arizona, 107 seconds would be a more appropriate

benchmark for purposes of  comparing the pre- and post-transfer answer t ime

performance. In addition, Staff has acknowledged that Frontier Arizona ALEC's average

answer time in Arizona for the first six months of 2009 is 177 seconds. Staff has not
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s In its Direct Testimony, Staff acknowledges that Verizon's average answer time for January to June 2009, was 107
seconds, whereas, the average answer time for Frontier's three Arizona ILE Cs was 177 seconds in the first six
months of 2009. StafTTestimony at 8-9.
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1 shown that this longer answer time has resulted in customer service issues or concerns.

2 Accordingly, if  the Commission establishes a post-closing condition related to the

3
average answer time for the VCA operations, which Frontier does not believe is

4
necessary, the standard should be based either on VCA's most recent average answer

5
time of 107 seconds or Frontier's most recent average answer time of 177 seconds.

6

7

8 Q. Would you comment upon Staff's recommended Condition No. 4 that Frontier file

9 in this Commission Docket any California Public Utilities Commission Order or

10 Nevada Utilities Commission Order related to this matter that bears on Frontier's

11
management and operations located in Arizona within 30 days of the issuance of

'12
such California or Nevada order.

13

A. In its testimony, Staff correctly acknowledges that management of the VCA operations in
14

Arizona post transaction will be handled by local managers in Arizona as compared to the
15

16 current situation where Arizona properties are being managed out of California or

17 Nevada.9 As I explained in my Direct Testimony, Frontier is committed to running the

18 new Verizon exchanges in Arizona in a decentralized manner with its Arizona state

19

20

General  Manager and regional  local  managers in Arizona hav ing day-to-day

responsibility for customer service in Arizona.'°  Without any supporting explanation,
21

22
however, Staf f  recommends that any orders issued by the Cadifomia or Nevada

23

24

commissions that bears on Frontier Communications of the Southwest's management and

25
9 Staff Testimony at 25-26.

26
10 Frontier's Area General Manager for Arizona is located in Kinsman, Local General Managers are currently located
in Lake Havasu City, St, Michaels, Bullhead City and Kinsman.

11



operations 'm Arizona be tiled with the Commission. It is not clear firm the Staff's

testimony and recommendation what types of orders would need to be filed with the

Commission and what benefit it would serve to file orders that are typically public. In

addition, although VCA previously operated in Arizona, Nevada and California, it does

not appear that California or Nevada rulings have historically raised a concern with this

Commission and Frontier is not aware of a requirement to file such orders with this

Commission. Because there is no explanation by Staff as to why filing orders issued by

the California and Nevada commissions mightbenecessary post transaction, it is difficult

to respond to this condition. Because there is no clear demonstration of why condition

No. 4 is necessary, the Commission should reject this condition proposed by the Staffs

Q- Do you agree with Staff's recommended Condition No. 5 that Frontier should file, in

an annual compliance filing due by April 15th of each year, monthly comparative

service quality and operating information for the Frontier areas it serves in Nevada

and California, fora five-year period?

A. No. The basis for this recommendation is unclear. WhileStaff may have been concerned

about monthly comparative service quality and operating information for VCA Arizona

operations as compared to VCA California and Nevada operations when the Arizona

lines being operated by VCA were managed from outside the state, this concern will no

longer exist after the closing of the proposed transaction. Under the Frontier
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organizational structure, the Arizona properties will be operated by an Arizona General

Manager and local managers physically located in Arizona. Since Staff provides no

-12-



identifiable rationale for such a requirement and alleges no hautnrl than this condition is

intended to remedy, Frontier again urges the Commission to reject Staff Condition No. 5.

Q. Is Staffs recommended Condition No. 6, that for a period of five years following the

data of the final Order in this docket, that Frontier's three ILE Cs not allow their

monthly service quality and operating performance to fall below their average

monthly performance for the 18 month period of January 2008 through July 2009,

supported by documented service concerns of the current Frontier ILE Cs?

A. No. Staff is madding this recommendation based on unsupported concerns. Staff

suggests that because Frontier is acquiring more access lines, there is a concern about the

service quality and operational performance in not only the newly acquired VCA territory

but also the other three existing Frontier ILE Cs' sewing territories. However, this

concern is unfounded. As I explained in my Direct Testimony, the VCA operations

represent only 6,000 access lines or as Staff recognizes, less than five percent (5%) of the

access lines Frontier currently serves in Arizona." The operation and service of these

additional lines is not going to put a significant managerial or resource constraint on

Frontier and I fully expect that Frontier will be able to maintain or improve the service

being offering in the VCA properties transferred to Frontier.

In addition, no change will occur with respect to Frontier's existing operating entities in

Arizona, including Citizens Telecommunications Company of the White Mountains, Inc.,
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db Frontier Communications of the White Mountains, Citizens Utilities Rural Company,

11 Staff Testimony at 10.
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Inc., db Frontier Citizens Utilities Rural, and Navajo Communications Company, Inc.

These companies will continue to operate as separate entities under their existing tariffs

and Commission regulatory requirements immediately following the transaction.

Frontier's existing customers will continue to receive the same services, service rates, and

service terms and conditions. Specifically, Frontier's existing three ILEC operations in

Arizona will not suffer or experience any degradation in service as a result of the

proposed transaction. As I explained in my Direct Testimony, Frontier will continue to

be financially strong following the closing of the proposed Verizon transaction, and, in

fact, its financial position will be improved.l2 By deleveraging its balance sheet and by

decreasing both its per-share dividend payout and dividend payout ratio, Frontier will

emerge from this transaction as a stronger, more stable competitor with a financial

structure and level of cash flow that will enable it to make investments throughout all of

its service tenitories in Arizona and to provide even moreefficient service inthese areas.

Frontier provides good customer service today in Arizona and will continue to do so after

the proposed transaction closes. Thus, there is no basis to impose Staff Condition No.6

on Frontier's three ILE Cs.

Q- Please address Staffs recommended Condition No. 7 that for the next five years,

Frontier Communications of the Southwest be required to maintain the average
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complaint to access line ratio of VCA over the 2006 to 2008 period?

12 McCarthy Direct testimony at21-22.
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This is a surprising recommendation because Staff indicated that there were no

complaints in the VCA territory in Arizona during 2006 through 2008 and there were no

complaints pending in 2009. In effect, the standard proposed by Staff is virtually

impossible to meet. If Frontier Communications of the Southwest has one single

complaint in the next five-year period, it would fail this Staff condition. In addition, Staff

has acknowledged that although Frontier's three Arizona ILE Cs serve more than 140,000

access lines in Arizona (as compared to the 6,000 VCA lines) there is only one pending

complaint in the Frontier ILEC territories. Staff has not identified concerns about the

volume of complaints involving Frontier's three Arizona ILE Cs and there is no justifiable

reason to impose a condition in a situation where there is no "harm" to remedy. Frontier

urges the Commission to reject Staff Condition No. 7.

v. INVESTMENT LEVELS SHOULD BE BASED ON THE NEEDS OF THE

Q-

A.

CUSTOMERS NOT ON A REGULATORY REQUIREMENT.

Is Staff correct in being concerned about basic exchange investment levels for the

newly acquired properties?

No. Staff indicates a concern about the quality of local exchange service levels in the

VCA areas, but brings forth no evidence to show that the quality of local exchange

service levels in those areas is a problem. Staff claims to be interested in the plans for
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exchange investment that has incurred in these areas, Staff undertook an analysis of year
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to year changes total assets of VCA and of Frontier's three Arizona ILE Cs,

extrapolating that to a standard of investment for local exchange services.

Q- Please respond to Staffs recommended Condition No. 9.

Staff recommends that Frontier make local exchange services network investment on a

per access line basis in the acquired VCA ten° itory for the next five years that at least

equals the average investment per access line of the three existing Frontier Arizona

Frontier believes this condition is unnecessary and could have adverseILE Cs.

unintended consequences .

Staffs recommendation to require Frontier to commit to basic exchange investment on a

per access line basis at the level of the average total asset investment of the three

Frontier Arizona ILE Cs is likely to result in imprudent investment in the transferred VCA

operations or create a disincentive to invest in Frontier's existing three ILE Cs. First, a

more appropriate comparison would be VCA's per access line investment in 2009.

Second, Frontier's investment needs are generally driven by factors such as growth,

maintenance and repair, or technological changes. Frontier considers and deploys

additional investment if there is unplanned growth in an area, if there is plant that needs

repair, or if technology or service upgrades are required. In any one year (or over several

years) any one of Frontier's existing three Arizona ILE Cs may have higher than normal

investment levels that disproportionately skew the per access line average due to a major

new growth development, equipment replacement or repair or other extraordinary event.
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It is clearly in the public interest for Frontier to manage and direct its capital resources in
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1 Arizona to the areas that are most in need of investment without being driven by an

arbitrary per access line average investment benchmark which requires capital to be

deployed on a simplistic, formulaic basis. To require an investment level in the VCA

operations at a "total investment level" of the other Frontier Arizona ILEC properties,

without actually evaluating and implementing the most sound investment decisions in

Arizona, is unwise at best, and may, in fact,be detrimental to the overall fimctioning of

Frontier's operations in Arizona; Frontier is experienced and capable of responding to

consumer demands and deciding where to most appropriately target its capital

investments in Arizona. The Commission should not and need not establish an

unnecessary and arbitrary requirement regarding investment and should reject Staff

Condition No. 9.

v. HUMAN RESOURCE ISSUES AND CONTR.ACT TERMS ARE WITHIN THE

PURVIEW OF MANAGEMENT.

Q. What is your view of Staff's recommended Condition No. 12 related to employees?

A. Staffs recommendations on conditions related to employees are mostly reporting

requirements, but the timing of some of the reporting recommended by Staff raises

concerns. First, Staffs first proposed employee-related condition (Condition 12) that

"Applicants provide a final count of employees impacted by the proposed transaction and

a comprehensive explanation of the treatment of such employees before an Order is issued

in this matter" is problematic. As Mr. McCallion explains in his accompanying Rebuttal
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Testimony,VCA has twenty-two(22) employees inArizona today. Verizon andFrontier
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will not have a Bud count of Arizona employees affected by the transaction until

immediately before merger close because some employees may choose to retire, leave

Verizon or take other positions nth in Verizon prior to closing. Frontier does not believe

there is any benefit, nor should it be a condition, that the Applicants provide a "Enact

count" before the Commission issues an order approving the proposed transaction. The

Applicants, however, would agree to notify the Commission of the number of employees

in Arizona that actually continue with Frontier after the closing of the transaction. This

could be addressed by modifying Staff's language in condition No. 12 to read as follows:

Within sixty (60) days after the transaction closing Applicants shall provide a
final count of employees afjeeted by the transfer and Applicants shall provide a
summary of the treatment of such employees.

Frontier would propose this language as an adtemative to Staff Condition 12.

Q.

A.

Please respond to Staff proposed Condition No. 13.

In its condition No.13, Staffrecommends that for one year following thedate of closing,

or until Verizon or Frontier inform the Commission by tiling an affidavit with Docket

Control, as a compliance item in this Docket, that the proposedtransaction activities are

completed, Frontier shall provide written notification with a filing in Docket Control and

to the individual members of the Commission sixty (60) days pn'or to any planned

transfer-related Arizona workforce layoffs, any planned transfer-related Arizona plant

closings, and any planned transfer-related Arizona facility closings. Seeldng a

requirement of advance notice with respect to employees may create Company

management and employee issues with the impacted employees in that Frontier may be in
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an untenable situation where it must either: (i) notify the Commission before it elects to

notify employees of layoffs or closings or (ii) delay layoffs or closings for 60 days after

notifying the Commission. In some cases, such activities may be governed by the

WARN act or state law and the Commission should not seek to impose additional or

conflicting requirements. It is important that Frontier maintain the flexibility to make

these We of decisions on a timely basis without notification limitations tract may hive

unintended adverse impacts on employees and the Company. Frontier respectfully

requests that the Commission reject Staff Condition 13.

Q. Please respond to Staffs recommended Condition No. 14.

A. In its proposed Condition No. 14, Staff would require that if any Frontier Arizona

affiliate chooses to conduct layoffs or facility closings in Arizona that are attributable to

the transaction, it shall file a report, within two months of the effective date of the layoffs

or closings, with the Commission stating why it was necessary to do so and what efforts

the Company made or is malting to re-deploy those individuals elsewhere in the

Company. Staff proposes that this report shall also state whether any savings associated

with facility closings have been invested in Frontier's Arizona operations, and if not, why

not. Frontier does not believe this reporting requirement is problematic to the extent that

the reporting is required post layoffs or facility closing. However, Frontier is concerned

that this requirement appears to be indefinite in duration in that it will remain in place

until "Frontier informs the Commission by filing an affidavit with Docket Control Thai
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the transfer related activities are completed." It is not clear how or when Frontier could
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ever attest that the transfer related activities are complete. For years into the future,

Frontier may continue to build on and expand service offerings or may seek to integrate

or consolidate VCA 6,000 access lines and operations into Frontier's existing Arizona

operations, which are substantially larger than VCA's operations in Arizona. Frontier

believes it would be more appropriate to limit the duration of this requirement to two

years, which is the most likely and reasonable time period that any action would be

"attributable to the proposed transfer." Accordingly, Frontier recommends that Staff

Condition No. 14 be modified to read as follows:

If Frontier implements layojjfv or facilily closings in Arizona that are attributable
to the transaction during the two (2) years following closing, it shallfile a report,
within two months of the ejective date of the layojs or closings, with the
Commission stating why it was necessary to do so and what efforts Frontier made
or is making ro re-deploy those individuals elsewhere in Frontier. This report
shall also state whether any savings associated with facility closings have been re-
invested in Frontier's Arizona operations, and ifnozi why.

Frontier would propose this revised language as an alternative to Staff recommended

condition No. 14.

Q- What is your view of Staff's concerns about employee compensation and its related

recommendations?

A. Staff raises one other issue in its testimony with respect to employee compensation. On

page 29 of its testimony, Staff recommends that any VCA employee that transfers to

Frontier should not have their benefits or compensation reduced for a period of two years

following the effective date of a Commission Order in this matter. This recommendation
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attempts to change negotiated contractual language between Verizon and Frontier for
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both management and union employees, which is clearly inappropriate and beyond this

As I stated in my Direct Testimony,13 managementCommission's jurisdiction.

employees will continue to receive the same levels of compensation and benefits for at

least one year after the transaction closes. This is based on language in Section 4.1(e) of

the Employee Matters Agreement which provides: "[F]or a period of one year following

the Effective Time, Frontier shall, or shall cause another member of the Frontier Group

to, (i) pay all such non-represented Spinco Employees at least the same rate of base salary

as was paid to each such non~represented Spinco Employee by Spinco or the Verizon

Group immediately prior to the Effective Time . a s

• 9 • Frontier has also agreed to provide

these employees Mth benefits which are substantially comparable in aggregate to the

benefits they are receiving at the time of closing for the remainder of the calendar year

after closing. In addition, the treatment of non-management employees are covered

explicitly by language in their negotiated Employee Matters Agreement and referenced in

Section 4.1(d) which provides:

[Djuring the first 18 months after the Effective Time, Frontier shall not, and shall
not permit any Subsidiary of ILEC Holdings to, terminate the employment, other
than for cause, of any of the employees who, as of the Erective Timer, are actively
employed as installers or technicians or who, as of the Ejective Time, are
actively employed as installers or technicians ....

In short, Frontier has committed to a process that is respectful of all employees. The

Commission should reject Staffs recommendation seeking to have the Commission
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dictate employee compensation andbenefit issues, which are beyond its jurisdiction.

13 Mccarthy Direct Testimony at 30-31.
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VI. TIMEFRAME FOR CONDITIONS SHOULD BE LIMITED TO NO MORE THAN

ONE OR TWO YEARS.

Q- Do you have an opinion about the reasonableness of Staffs recommendation of a

free-year timeframe associated with many of the Staffs proposed conditions for this

transaction?

A. Yes, f ive-year conditions are unreasonable in today's dynamic and competitive

telecommunications marketplace. Staff provides no support for this recommendation and

no explanation as to why a five-year commitment would be any more beneficial than one

year or less. Many of the Stay's recommended conditions are reporting obligations that

create regulatory and administrative burdens without countervailing, demonstrated

incremental value to the'Colmnission, the Company, or the customers of Frontier. When

companies, such as Frontier, are operating in a competitive marketplace it is imperative

that regulatory reqm'rements have legitimate value toward furthering a goal of achieving

some public interest good or customer benefit that outweighs the potential harm caused

by the requirement. Five years of regulatory costs with no demonstrated benefit are

unreasonable and not necessary. Frontier would ask that the Commission carefully

consider the benefit to be achieved versus the harm imposed in determining the timing of

conditions, but would urge the Commission to limit any conditions to one. year, or at most

two years, after the closing of the proposed transaction.
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Q- Staff expressed a concern about retail tariffs and how those would be handled. Can

you clarify what Frontier's position is with respect to the retail tariffs of Verizon

and how those will become the tariffs of Frontier?

A. Yes. For the transferred VCA exchanges, most of the Verizon tariffs that currently apply

to those retail customers before the transaction will be resubmitted with the name of

Frontier Communications of the Southwest Inc. and will apply to those exchanges after

the closing of the proposed transaction. Frontier M11 offer to the extent possible, the

terms, conditions and prices of VCA's tariffs and price lists as of the closing, which will

make the transaction transparent to VCA's existing customers. No regulated intrastate

service existing at the time of closing will be discontinued, interrupted or have its rate

increased. Frontier, in short, will initially offer the same regulated retail services that

VCA's customers receive prior to the closing. The only significant change these

customers will see is a change in the name of their serv ice provider from VCA to

Frontier. Over time, Frontier intends to offer customers new service choices that are

currently available to Frontier's existing customers, as well as new products and services

Frontier may mice available in the nature.

Q- Are there conditions recommended by Staff with which you agree?

Yes. Staff made a number of recommendations with which Frontier has no issues. Upon

closing of the proposed transaction, Frontier will assume or honor all obligations under

VCA's wholesale interconnection agreements, tariffs, and other contractual arrangements

in effect as of the closing of the proposed transaction (Condition No. 1), comply with all

Commission orders applicable to VCA and all future Commission Orders applicable to
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rate moratorium for due VCA service territory until the December 9, 2010 expiration date,

(Condition No. 8) report to the Commissionthe number of VoIP lines served by any

Frontier affiliate within the newly acquired service area 'm Arizonaand by Frontier's

three Arizona ILE Cs, attest that the Arizona state assessments (Utility Fund, 911/E91 l,

Telephone Relay Service ("TRS")) for VoIP services provided by any Frontier affiliate in

Arizona have been properly paid, (Condition No. lo),and notify the Commission that axe

transaction has closed within sixty (60) days after the transaction closing (Condition No.

15).

Q. Please summarize your testimony with respect to the conditions proposed by Staff?

Frontier has a record of success in serving more than 140,000 existing Arizona customers

and has the managerial, technical and financial capability to successfully operate and

bring public interest benefits to the consumers residing in the VCA exchanges in Arizona.

Certain conditions proposed by Staf f  appear reasonable and consistent with the

requirements the Commission has imposed on local exchange carriers in the past. Frontier

is not opposed to the Commission adopting Staff Conditions No. 1, 2, 8, 10 and 15 in its

order approving the proposed transaction and the relief requested in the Joint Application.

Frontier requests that the Commission modify Staff  conditions Nos. 12 and 14 -as

described in my testimony above to more precisely address the concern or risk identified

by Staff in its testimony, Finally, for the reasons explained in my testimony, Frontier

respectiillly requests that the Commission reject the unnecessary and .potentially harmful
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3 A. Yes, it does.
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Q. Does this conclude your rebuttal testimony?
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1 I have reviewed the Surrebuttal Testimony of Mr. Armando F. Fimbres, filed on October

19, 2009, on behalf of the Utilities Division Staff ("Staff") of the Arizona Corporation2

3

4

Commission ("Commission"). Staff recommends approval of the Joint Application filed by

Frontier Communications Corporation and the other applicants in this proceeding subject to 14

conditions.

First, I want to recognize the work the Staff has undertaken in this proceeding and make

it clear that Frontier appreciates the Staff recommendation regarding the approval of our Joint

5

6

7

8

9

10

11

Application and Staffs conclusion that the proposed transaction is in the public interest. As I

explained in my Direct Testimony, Frontier currently serves more than 140,000 existing Arizona
12

customers and has the capability to successfully operate and bring public interest benefits to the
13

14
approximately 6,000 consumers residing in the Verizon Arizona exchanges. These benefits

include more locally focused customer service and new bundled service offerings.

Second, with respect to the 14 conditions proposed by Staff, while Frontier does not

believe that the conditions proposed by Staff are necessary, Frontier is not opposed to Staff

Proposed Conditions Nos. 1, 2, and 4-15 (recognizing that Staff has deleted its previously

proposed condition # 7) with modification to the length of time some of these conditions would

apply. Frontier does, however, continue to have concerns with the revised condition # 3

regarding call center answer time proposed by Staff and with Staff's recommendation that many
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of the conditions continue to apply for five (5) years.
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1 with respect to the answer time requirement, Staffs Reply testimony initially

2 recommended that Frontier maintain the Average Answer Time for the Residential Service Order

3
Call Center response of 69.1 seconds. This 69.1 objective was based on the answer time

4
perfonnance of Verizon for the 18-month period January 2008 to June 2009. In my rebuttal

5

6
testimony I explained that Verizon's more recent 107 second average answer time for the first

7
six months of 2009 would be a more appropriate benchmark for post-transfer answer time

8 performance. In its Surrebuttal Staff has now proposed reducing the answer time measure from

9 69.1 seconds to 48 seconds based on the fact Verizon's answer time performance for one month,

10 June 2009, was 48 seconds. Verizon's more recent answer time in September was 66.2 seconds

11
and its year to date average is 91.1 seconds. Staff has acknowledged that it is not seeking

12 . . . . . 1
"improved" servlce for Verlzon's customers, "slmply that service does not get worse." Using

13

14
one month answer time results as the standard, especially when there are large variations in

15 answer time from month to month is not reasonable. If the Commission imposes a condition

16 related to the average answer time for the Verizon operations, which Frontier does not believe is

17 necessary, the standard should be based on Verizon's 2009 year to date average answer time of

18 91.1 seconds. Even Staffs original proposal of69.1 seconds based on 18 months of data would

19
be more reasonable and appropriate.

20

21

22
Lastly, Frontier has concerns with the five-year time frame staff is proposing for several

23 of the conditions. Staff provides no support or explanation as to why a five-year commitment

24 should apply with respect to Conditions # 3, 6 and 9, that address service quality and investment.

25

26 1 Staff Surrebuttal Testimony at 5.
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1

2

Frontier expects that the approximately 6,000 Verizon access lines in Arizona will be frilly
i'16'1¢ '6V

integrated with Frontier's existing 1'6U§0'U0 access lines within 3 years and requests the

3
Commission limit the maximum time period of the Staffs proposed condition #3, 6 and9 to 3

4
years.
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I have prepared the attached exhibit which shows Frontier's recommended changes to the Staff' s

proposed conditions, as reflected in Staff' s Surrebuttal Testimony dated October 19th.
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Staff's Conditions. as Modified by Staff's Surrebuttal Testimony (10/21/09)

1. That NewILEC assume or honor all obligations under VCA's current
interconnection agreements, tariffs, and other existing contractual arrangements of VCA.

2. At the conclusion of all pending dockets, that NewILEC comply with all previous
Commission orders and all future Commission Orders.

CONDITION 3 AS REVISED BY STAFF SURREBUTTAL TESTIMONY

3. That NewILEC maintain the Average Answer Time for the Residential Service
Order Call Center response of VCA from January 2008 to June 2000 (60.1 seconds) for
June 2009 (48 seconds) for the five years following the effective date of an Order in this
matter. Evidence of such should be provided annually by April l 5th of each year for the
prior year.

CONDITION 3 - FRONTIER PROPOSED CHANGE:

3. That NewILEC maintain the Average Answer Time for the Residential Service
Order Call Center response of VCA from January 2008 to Juno 2009 (69.1 seconds)for
June °009 (48 seconds) from January 2009 through September 2009 (91 .l seconds) for
the free three years following the effective date of an Order in this matter. Evidence of
such should be provided annually by April 15th of each year for the prior year.

4. That NewLEC will file in this Docket with the Arizona Commission any
California or Nevada Commission Order related to this matter that bears on Frontier's
management and operations located in Arizona within 30 days of its issuance.

5. That NewILEC in an annual compliance filing due by April l 5th of each year,
provide monthly comparative service quality and operating information to ensure that the
Frontier Arizona VCA local exchange areas are served comparably to the Frontier
California VCA local exchange areas that Frontier has acquired in transactions related to
this matter.

CONDITION 6 - FRONTIER PROPOSED CHANGE

6. That for the five three years following the effective date of an Order in this
matter, Frontier's three Arizona ILE Cs not allow their monthly service quality and
operating performance to decline below their average monthly performance for the period
of January 2008 to June 2009. Evidence of such should be provided annually by April
15th of each year for the prior year.
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7. That the annual ratio of NewILEC complaints to access lines remains the same as
the annual ratios of VCA for the 2006 through 2008 period. Evidence of such should be
provided annually by April l5a+of each your for the prior year.

8. That the existing rate moratorium for the VCA service territory remain in effect
until the December 9, 2010 expiration date, as ordered by Decision No. 68348.

CONDITION 9 - FRONTIER PROPOSED CHANGE

9. That NewILEC commit to local exchange investment levels on a per access line
basis that at least equals the average investment per access line of its three Frontier
Arizona ILE Cs for the-tlwe three years following the effective date of an Order in this
matter.

10. That Frontier report to the Commission (1) the number of VoIP lines served by
any Frontier affiliate within the NewILEC service area and by Frontier's three Arizona
ILE Cs by April 15th of each year and (2) that Frontier attest that the Arizona State
assessments l for VoIP services provided by any Frontier affiliate or ILEC have been
properly paid. Such attestation should be made as an addendum to Frontier's Annual
Reports due by April lath of each year for the prior year.

11. That Verizon attest that Arizona state assessments for any VoIP services provided
by Verizon affiliates in Arizona have been properly paid. Such attestation should be made
by all Verizon affiliates holding CC&Ns in Arizona as an addendum to Annual Reports
due by April 15th of each year.

CONDITION 12 AS REVISED BY STAFF SURREBUTTAL TESTIMONY

12. That the Applicants provide a final count of employees impacted by the proposed
transfer and comprehensive explanation of the treatment of such employees before an
Order is issued in this matter.

12. That the Applicants stipulate that the number of VCA employees impacted by the
proposed transfer will not exceed twenty-two (22) before an Order is issued in this
matter, and, that a final count of employees along with a comprehensive explanation of
the compensation and benefit treatment of impacted employees are provided within 60
days of the transaction's consummation.

13. That for one year following the close of the proposed transfer or until Verizon and
Frontier inform the Commission by tiling an affidavit with Docket Control, as a
compliance item in this Docket, that the proposed transaction activities are completed,
Frontier shall provide written notification with a filing in Docket Control and to the
individual members of the Commission 60 days prior to any planned transfer-related
Arizona workforce layoffs, any planned transfer-related Arizona plant closings, and any
planned transfer-related Arizona facility closings.

l . . .
Utlllty Fund, 91 l/E91 l, Telephone Relay Servlce ("TRS")
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14. That if any Frontier Arizona affiliate chooses to conduct layoffs or facility
closings in Arizona that are attributable to the proposed transfer, it shall file a report,
within two months of the effective date of the layoffs or closings, with the Commission
stating why it was necessary to do so and what efforts the Company made or is making to
re-deploy those individuals elsewhere in the Company. This report shall also state
whether any savings associated with facility closings have been re-invested in the
Company's Arizona operations, and if not, why. This report shall be filed for one year
following close of the proposed transfer or until Frontier informs the Commission by
filing an affidavit with Docket Control that transfer related activities are completed,
whichever comes last.

15. That within 60 days of the transaction's consummation, Frontier and Verizon
notify the Commission of such closing.
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I

EXECUTIVE SUMMARY
VERIZON CALIFORNIA, INC., VERIZON LONG DISTANCE, LLC, VERIZON

ENTERPRISES SOLUTIONS, LLC, FRONTIER COMMUNICATIONS
CORPORATION, NEW COMMUNICATIONS OF THE SOUTHWEST INC., AND NEW

COMMUNICATIONS ONLINE AND LONG DISTANCE, INC. v
DOCKET nos. T-0184613-09-0274, T-03289A-09-0274, T-031984.09.0274,

T-20679A-09-0274,T-20680A-09-0274, T-20681A-09-0274

The Joint Application of Verizon and Frontier filed in Arizona is similar to those filed in
13 other states across the country and with the Federal Communications Commission ("FCC")
seeking approval for a nation-wide agreement that was signed by the Applicants on May 13,
2009. There are two major parts that comprise the Arizona Application: (1) the transfer of
Verizon California ("VCA") ILEC areas in La Paz County on Arizona's western border to
Frontier and (2) the transfer of long distance customers served by Verizon Long Distance
("VLD") and Verizon Enterprise Solutions ("VES") within the areas served by VCA in Arizona
to Frontier. VLD and VES are Arizona affiliates of VCA.

The Applicants requested the following actions by the Arizona Corporation Commission
("Commission") in connection with their Application:

that the Commission transfer the local exchange services Certificate of
Convenience and Necessity ("CC&N") of VCA to Frontier,

- that the Commission transfer the payphone assets andCC&N of VCA to Frontier,
- that the Commission approve the transfer of long distance customers from VLD and

VES to Frontier in the local exchange service areas of VCA, grant a waiver of the
Commission's Slamming Rulesl in connection with the transfer, and a transfer of
VCA's long-distance customers in the VCA area to a new Frontier long distance
provider,

- that the Commission allow Frontier to adopt the tariffs of VCA, VLD and VES ,
.- that the Commission designate Frontier in the service areas proposed for transfer as

an Eligible Telecommunications Carrier ("ETC") with the same status as VCA,
.. that the Commission grant a waiver of the Affiliated Interest Rules, if the rules are

found to apply,
- that the Commission approve the transfer of assets pursuant to A.R.S. § 40-285 and

take such other measures and provide any additional approvals as the Commission
may deem necessary to allow the parties to complete the transaction, and,

- that the Commission approve the transaction within 120 days of the Application,
dated May 29, 2009.

Staff recommends approval of due Joint Application with the following conditions:

That Frontier assume or honor all obligations under VCA's current interconnection
agreements, tariffs, and other existing contractual arrangements of VCA.

1 AAC R14-2-1901 et seq., Consumer Protections For Unauthorized CarTier Changes

1.



2. At the conclusion of all pending dockets, that Frontier comply with all previous
Commission orders and all future Commission Orders.

» 3. That Frontier maintain die Average Answer Time for the"Residential Service Order
Call Center response of VCA from January 2008 to June 2009 (69.1 seconds) for the
five years following the effective date of an Order in this matter. Evidence of such
should be provided annually by April 15th of each year for the prior year. .

4. That Frontier will file in this Docket with the Arizona Commission any California or
Nevada Commission Order related to this matter that bears on Frontier's management
and operations located in Arizona within 30 days of its issuance.

5. That Frontier in an annual compliance filing due by April 15th of each year, provide
monthly comparative service quality and operating information to ensure that the
Frontier Arizona VCA local exchange areas are served comparably to the Frontier
California VCA local exchange areas that Frontier has acquired in transactions related
to this matter.

6. That for the five years following the effective date of an Order in this matter,
Frontier's three Arizona lLECs not allow their monthly service quality and operating
performance to decline below their average monthly performance for the period of
January 2008 to June 2009. Evidence of such should be provided annually by April
15th of each year for the prior year.

7. That the annual ratio of Frontier complaints to access lines remain the same as the
annual ratios of VCA for the 2006 through 2008 period. Evidence of such should be
provided annually by April 15*" of each year for the prior year.

8. That die existing rate moratorium for the VCA service territory remain in effect until
the December 9, 2010 expiration date, as ordered by Decision No. 68348.

9. That Frontier commit to local exchange investment levels on a per access line basis
Mat at least equals the average investment per access line of its three Frontier Arizona
ILE Cs for the five years following the effective date of an Order in this matter.

10. That Frontier report to the Commission (1) the number of VoIP lines served by any
Frontier affiliate within the Frontier service area and by Frontier's three Arizona
ILE Cs by April 15th of eachyear for the prior year and (2) that Frontier attest Mat the
Arizona State assessments for VoIP services provided by any Frontier affiliate or
ILEC have been properly paid. Such attestation should be made as an addendum to
Frontier' s Annual Reports due by April 15th of each year for the prior year.

ll. That Verizon attest that Arizona assessments for any VoIP services provided by
Verizon affiliates in Arizona have been properly paid. Such attestation should be

2 Utility Fund, 91 l/E911, Telephone Relay Service ("TRS")



made by all Verizon affiliates holding CC&Ns in Arizona as an addendum to Annual
Reports due by April l 5th of each year for the prior year.

v 12. That the Applicants provide a final count of employees 'impacted by the proposed
transfer and comprehensive explanation of the treatment of such employees before an
Order is issued in this matter.

13. That for one year following the close of the proposed transfer oruntil Verizon and
Frontier inform the Commission by filing an affidavit with Docket Control, as a
compliance item in this Docket, that the proposed transaction activities are
completed, Frontier shall provide written notification with a filing in Docket Control
and to the individual members of the Commission 60 days prior to any planned
transfer-related Arizona workforce layoffs, any planned transfer-related Arizona plant
closings, and any planned transfer-related Arizona facility closings.

14. That if any Frontier Arizona affiliate chooses to conduct layoffs or facility closings in
Arizona that are attributable to the proposed transfer, it shall file a report, widiin two
months of the effective date of the layoffs or closings, with the Commission stating
why it was necessary to do so and what efforts the Company made or is malting to re-
deploy those individuals elsewhere in the Company. This report shall also state
whether any savings associated with facility closings have been re-invested in the
Company's Arizona operations, and if not, why. This report shall be filed with
Docket Control for one year following close of the proposed transfer or until Frontier
informs the Commission by filing an affidavit with Docket Control that transfer
related activities are completed, whichever comes last.

15. That within 60 days of the transaction's consummation, Frontier and Verizon notify
the Commission, through Docket Control, of such closing.
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1
Er

2

INTRODUCTION

Q_ Please state your name, occupation, and business address.

3

4

My name is Armando Fimbres. I am a Public Utilities Analyst V employed by the

Arizona Corporation Commission ("ACC" or "Commission") in the Utilities Division

("Staff'). My business address is 1200 West Washington Street, Phoenix, Arizona 85007.5

6
1

7 Q. Briefly describe your responsibilities as a Public Utilities Analyst V.

8

9

10

11

12

In my capacity as a Public Utilities Analyst, provide information and analysis to Staff on

telecommunications tariff filings, applications for Certificates of Convenience &

Necessity ("CC&N"), complaints between service providers, transfer applications that

impact local exchange and long distance services, and a variety of industry matters, such

as Broadband, Voice over the Internet Protocol ("VoIP") and Wireless.

13

14 Q. Please describe your educational background and professional experience.

15

16

17

I received a Bachelor of Science degree from the University of Arizona in 1972 and have

taken business and management courses at Seattle University, Northwestern University

and the University of Southern California. I was employed for twenty-nine years in Bell

18

19 Ben,

System or Bell System-derived companies, such as Western Electric, Pacific Northwest

U S WEST and Qwest. The

20

21

last twenty years of my Bel] System

telecommunications experience were in operations planning, corporate planning, or

strategic planning roles with a special emphasis from 1994 to 2000 on competitive and

22

23

24

strategic analysis for the Consumer Services Marketing division of U S WEST and

similarly from 2000 to 2001 for Qwest. I have been with the Commission's Utilities

Division since April 2004.

25

A.

A.

A.
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1 BACKGRDUND

2 Q.

3

4

What is the purpose of your testimony?

A. I will present Staff's review and analysis of the transfer application filed in this matter as

well as Staff's response to the testimony tiled by Timothy McCal1ion and Daniel

5

6

McCarthy on behalf of Verizon and Frontier ("die Applicants"), respectively. My

testimony concludes with Steffi' s proposed conditions and recommendations in this matter.

7

8

9

Q. Please summarize Staff's understanding of the transfer application filed by Verizon

and Frontier onMay 29, 2009.

10

11 across the county and with the Federal Communications Commission

12

13

14

15

16

17

18

According to the Company, the Application filed in Arizona is similar to those filed in 13

other states

("PCC") seeldng approval for a nation-wide agreement that was signed by the Applicants

on May 13, 2009. Approximately 6,000 local exchange access lines are proposed for

transfer in Arizona is subject. There are two major parts that comprise the Arizona

application: (1) the transfer of Verizon California ("VCA") ILEC areas in La Paz County

on Arizona's western border to Frontier and (2) the transfer of long distance customers

served by Verizon Long Distance ("VLD") and Verizon Enterprise Solutions ("VES")

within the areas served by VCA in Arizona to Frontier. VLD and VES are Arizona

19 affiliates of VCA.

20

A.

3 California, Idaho, Illinois, Indiana, Michigan, Nevada, North Carolina, Ohio, Oregon, South Carolina, Washington,
West Virginia, Wisconsin



Direct Testimony of Armando Fimbres
Docket No. T-01846B-09-0274 et al
Page 3

1 Q. Briefly describe the Companies' request in their May 29,2009 Application?

2

3

The Applicants formally requested that the Commission take the following actions in

response to their Applications4.

4

5 that the Commission transfer the local exchange services Certificate of Convenience

6

7

8

9

10

11

and Necessity ("CC&N") of VCA to Frontier,

that the Commission transfer the payphone assets and CC&N of VCA to Frontier,

that the Commission approve the transfer of long distance customers from VLD and

VES to Frontier in the local exchange service areas of VCA, grant a waiver of die

Cornlnission's Slamming Ru1es5 in connection with the transfer, and a transfer of

VCA's long-distance customers in the VCA area to a new Frontier long distance

12

13

14

15

16

provider,

that the Commission allow Frontier to adopt the tariffs of VCA, VLD and VES ,

that die Commission designate Frontier in the service areas proposed for transfer as

an Eligible Telecommunications Carrier ("ETC") with the same status as VCA,

that the Commission grant a waiver of the Affiliated Interest Rules, if the rules are

17

18

19

20

21

found to apply,

that the Commission approve the transfer of assets pursuant to A.R.S. § 40-285 and

take such other measures and provide any additional approvals as the Commission

may deem necessary to allow the parties to complete die transaction, and,

that the Commission approve the transaction within 120 days of the App1ic.ation,

22 dated May 29, 2009.

A.

4 Pages 15 - 16, May 29, 2009, In the Matter of the Joint Application of Verizon California, Inc., Verizon Long
Distance, LLC, Verizon Enterprises Solutions, LLC, Frontier Communications Corporation, New Connnunications
of the Southwest Inc., and New Communications Online and Long Distance, Inc. for Approval of the Transfer of
Verizon's Local Exchange and Long Distance Business.
5 AAC R14-2-1901 et seq., Consumer Protections For Unauthorized Carrier Changes
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1
v

2

STAFF'S ANALYSIS OF THE PROPOSED TRANFER APPLICATION

Q. Did the Company request expedited approval?

A. Yes.

Q. Why did the Applicants want expedited approval of their Application?

The Applicants requested an expedited process because of Frontier's intentions to apply

for broadband stimulus funds in accordance with provisions in the American

Reinvestment and Recovery Act of 2009.

Staff believes that it is in the public interest to facilitate, if possible, the deployment of

broadband in the VCA area. Staff believes an expedited process will allow Frontier to

apply for Stimulus Funding available through the American Recovery and Reinvestment

Act of 2009 which According to the Company will be utilized in broadband deployment.

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

Q. Does Frontier need to apply for a CC&N for Payphone service?

21

22

A.

A. No. Despite having requested a transfer of payphone assets and associated CC&N of

VCA to Frontier, Staff and the Applicants agreed that such assets and the corresponding

authority are within the scope and authority of an ALEC's CC&N. Thus, if the

Commission approves the transfer of VCA's local exchange services CC&N arid the

associated assets to Frontier, the approval to transfer payphone assets and operate

payphones will be included. Staff and the Applicants agreed this particular request was

unnecessary.
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1 Q. Does Staff support the Applicant's request for waiver of the Affiliated Interest

Rates6"2

3

4

No. Staff does not support die request for a waiver. Staff asked the Applicants to submit

the information required by R14-2-803.A.l to R14-2-803.A.l l. The Applicants complied

with Staffs request and submitted the requested information to Staff on September 1,5

6 2009.

7

8 Q.

9

Have the Applicants requested a transfer VLD and VES Long Distance CC&Ns to

the Frontier Long Distance provider?

10 No. VLD and VES serve long distance custerners statewide. Pursuant to the agreement,

11

12

13

14

15

16

only those customers within VCA's service area will be transferred to Frontier. While

VLD and VES have two separate Dockets pending (T-03289A-08-0593 and T-03198A-

08-0594) to ultimately discontinue the long distance services CC&N of VLD and VES in

Arizona and provide notice to customers pursuant to R14-2-llD7, that will not be done

until sometime in 2010. Thus, the Frontier long distance provider is seeking a new CC&N

to provide service to the long distance customers transferred to it by VLD and VES .

17

18 Q. Does Staff have all of the necessary information to process the application?

19

20

21

22

23

Yes. The Applicants and Staff reviewed the CC&N application requirements for the

Resale of Long Distance Telecommunications Services and the provisions of Facilities-

Based Local Exchange Telecommunications| Services and agreed on the missing

information elements that the Applicants needed to provided to Staff. The Applicants

submitted the additional information requested by Staff on September 15, 2009.

24

A.

A.

A.

6Tit1e 14, Chapter 2, Article 8, Public Utility Holding Companies And Affiliated Interests
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1 Q. Did Staff perform analysis to determine if the proposed transaction is in the public

interest? »2

3 Yes. Staff issued data requests te obtain information in the areas of (1) compliance with

4

5

6

7

8

9

Commission rules and decisions, (2) pending Dockets before the Commission, (3) service

quality, (4) customer complaints, (5) legal proceedings, (6) previous rate cases, (7) local

exchange service operation specifics, (8) local exchange investment impacts, (9) VoIP

technology deployment plans (10) employee impacts, (l l) customer notices, (12) Federal

and Arizona Universal Services Fund ("USF") impacts, (13) ETC designation and (14)

similarities between the proposed transaction and past transactions reviewed and approved

10 by the Commission.

11

12 Q- Does Staff believe the Applicants to be in compliance with Commission rules and

13 decisions?

14 Yes.

15 The

16

17

18

19

2.

21

Upon a review of its 2008 Annual Reports, Frontier identified that it had

inadvertently used an out-of-date form and submitted appropriate changes.

Applicants are in compliance wide bond requirements, however, Verizon did notice that it

had not identified the "Current Amount of Performance Bond" on VLD's 2008 Annual

Report and supplied the information to Staff on August 18, 2009. Verizon and Frontier

also provided detailed information responsive to Staff's Data Request, STP 1297,

regarding telephone number assignments in Arizona. The Applicants state that to the best

of their knowledge they are in compliance with Commission rules and decisions.

22

23 Staff believes dirt Verizon and Frontier are in compliance with Commission rules and

24 decisions at this time.

25

A.

A.

7 For each Applicant and affiliate please provide (a) the quantity of held telephone numbers and (b) explain the
colTesponding compliance of each entity with the FCC assignment and inventory rules.
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1 Q. Do the Applicants have any pending Dockets before the Commission?

2 Yes. The open or pending Dockets are as follows:

3

4

5

-As of July 20, 2009, Frontier had three access tariffs pending. The purpose of these

filings is to introduce Cross Connect Service, and to make modifications to the

6 Expedited Order Charge and Jurisdictional Determination. These filings should

7 have no bearing on the proposed Application.

8

9

10

»Frontier also has a formal Complaints pending. The Complaint should not have any

bearing on the proposed Application.

11

12

13

-VCA is one of the parties in an Underground Conversion Application impacting the

Hillcrest Bay Communityg located along Lake Havasu, northeast of Parker

14

15

16

17

-VLD and VES have open Applicationsw seeldng the discontinuation of long distance

services in Arizona. Amendments have been tiled consistent with the Application in

this matter, however, Staff still expects that VLD and VES will seek a conclusion to

these Dockets in 2010.18

19

20

21

-On May 14, 2009, VLD filed a tariff" to grandfather its residential long distance

Plan E12 offering. Staff asked that this Docket be administratively closed on July

22 27, 2009.

A.

8 T-019548-07-0-47 and T-20526A-0710247, In Me Matter of the Application of Helix Telephone Company for
Approval of a Formal Complaint against Citizens Utilities Rural Company, Inc.
9 E-01345A-07-0663, T-01846B-07-0663, In the matter of the application of Arizona Public Service Com an andP y
Verizon California, Inc. for approval of a joint petition for the establishment of an underground service area.
10 T-G3289A-08-0593 (VLD); T-03198A-08-0594 (VES)
11 T~03289A-09-0236
12 Plan E is a long distance plan in which residential customers receive a single flat rate per minute, 24 hours a day,
seven days a week for all intrastate direct-dialed calling.

1
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1

2

Q At this time, Staff has no concerns regarding pending Dockets.

Q. What are Staff's findings regarding service quality?3

4

5

6

7

8

9

10

11

In response to a Data Request issued by Staff, Verizon and Frontier provided service

quality infonnation in the following areas - (a) Trouble Reports per 10013, (b) Repeat

Trouble Rates, (c) Average Answer Time for Residential Service Order Call Center, (d)

Average Answer Time for Repair Call Center and (e) Average Minutes of Central Office

Switch Outage per Access Line -. for years 2007, 2008 & for the first half of 2009.

Frontier's results in categories (a), (b), (d) & (e) are similar to those of VCA's. Therefore,

Staff has no reason to believe at this time that VCA customers would receive inferior

service in the areas measured by Trouble Reports, Average Answer Time for Repair Call

Center and Central Office Outages when customers are transferred to Frontier.

12

13

14

15

16

17

18

19

20

21

First, VIA's

22

23

24

The information provided for (c), however, does raise some concerns.

Average Answer Time for Residential Service Order Call Center has been increasing

gradually from 40 seconds in 2007, to 50 seconds in 2008, to 107 in the first half of 2009.

VCA's Average Answer Time for Residential Service Order Cal] Center in Januaw 2009

was the highest reported to Staff since January 2007 - 239 seconds. It appears, however,

that VCA was able to correct its problems by June 2009 when the Average Answer Time

for Residential Service Order Call Center dropped to 40 seconds. Staff had expected that

the response time would be similar for Verizon and Frontier, however, the 2008 and 2009

information provided by Frontier is considerably higher - 195 seconds for 2008 and 177

for the first half of 2009. Given the significant differences in average answer time, Staff

A.

13 defined as Total Trouble Reports per Month per 100 Lines
14 . .

defined as Repeat Trouble Reports as a Percentage of Initial Trouble Reports
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1 \

2

proposes that a condition of the transfer be that Frontier meet Me VCA average answer

time, so VCA customers not experience any degradation in service quality.

3

4 Q. Have any complaints been filed against the Applicants at the FCC in recent years?

5

6

7

8

9

10

Staff is encouraged that it did not find any complaints at the FCC for Frontier or Citizens

since 2006. From 2003 to 2006, Staff found seven complaint proceedings before the PCC

of which - two were dismissed, two were resolved, one was denied and two were granted.

Both complaints that were granted involved an unauthorized change in an end-user's

telecommunications service provider. The PCC did not fine Frontier or Citizens in either

case, but simply ordered that all associated charges be removed from die end-users bills.

11

12

13

14

For the period January l, 2008 to July 30, 2009, Staff found 37 complaint proceedings

before the FCC. A11 of the Verizon proceedings involve an unauthorized change in an

end-user's telecommunications service provider or a competitor complaint. Staff did not

locate any FCC complaints in 2008 or 2009 that pertained to VCA in Arizona.15

16

17

18

Q. Are there any legal proceedings that are of concern to Staff?

19

20

21

22

A.

A. Staff is aware of only one legal proceeding against Frontier and none against Verizon in

2008 or during the first half of 2009. A lawsuit was filed in the Small Claims Division of

the Mohave County Justice Court by a consumer against Frontier Citizens Utilities on

May 6, 2009. The lawsuit involves a customer billing and payment dispute that reached

mediation on August 12, 2009, without resolution.
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1 Q. Does VCA have an existing moratorium for filing rate"cases?

2 Yes. In Decision No. 6834815, dated December 9, 2005, the Commission Ordered that

3 VCA not seek an increase in basic local exchange rates (residential and business) within

4 its ILEC territory for a period of five years from the effective date of the Order. The

5 moratorium expires on December 9, 2010. Staff recommends that die existing rate

6 moratorium for the VCA service territory remain in effect until the December 9, 2010

7 expiration date.

8

9 Q- Does Staff have concerns about the impact of the proposed transfer of local exchange

10 service operations?

11 Staff does not have concerns with the scope of the proposed transfer or the ability of

12 Frontier to assimilate these access lines into its operation. Frontier has considerable

13

14

15

experience in local exchange operations, and its operation are largely focused in smaller

rural areas. In Arizona alone, Frontier has operated three ILE Cs for several decades.

. . . . . . . '.. 16
Frontier also has extenslve experience across the US in serving rrud-s1ze cornmunltles.

16

17

18

The approximate 6,000 of access lines proposed in this transfer equals less than 5 percent

of the local exchange access lines Frontier currently holds in Arizona. Therefore, the

scope of the transfer should not present incremental burden to Frontier's management and

19 operational resources.

20

15 In the matter of the application of Verizon California Inc., Verizon Select Services Inc, OnePoint Communications
- Colorado, L.L.C. db Verizon Avenue, Bell Atlantic Communications, Inc. db Verizon Long Distance, NYNEX
Long Distance Company db Verizon Enterprise Solutions, MCImetro Access Transmission Services, L.L.C., MCI
WorldCom Network Services, Inc., TTI National, Inc., Teleconnect Long Distance Services and Systems Company
db Telecom*USA, MCI WorldCom Communications, Inc. and Intermedia Communications, Inc. for approval of a
reorganization.

A.

A.

16 Verizon/Frontier transfer application, page 9, "Frontier also has experience serving mid-size communities
including Elk Grove, California, the South Metro of Minneapolis/St. Paul, Minnesota and Rochester, New York."
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1 What is the estimated value of the assets to be transferred in the proposed

transaction?2

3

4

5

6

7

8

The stated value of VCA's Total Assets in Arizona is approximately 1.3 percent of the

Frontier total. The small Verizon investment level has to do wide die focal point of its

operations being more California based than Arizona based. For example, VCA does not

have call centers in Arizona while Frontier has centers in St. Michaels and Kinsman.

Frontier has all of its Central Office Switches and Remote Switches within Arizona, VCA

only has its Remote Switches in Arizona. The VCA Central Office for the six Arizona

9 communities is 1Qcated in Blythe, California.

10

11 Q.

12

Does the VCA central office located in Blythe, California mean that Frontier's

Arizona operations will be responsible for properties in California?
J o

:; I

13

14

15

16

17

18

19

20

21

Yes. The proposed transaction will transfer three exchanges in Southern California

bordering on Arizona to Frontier - Blythe, Havasu Landing and Big River. These three

exchanges serve approximately 9,430 access lines in California. Following the close of

Me transaction, Frontier field operations and engineering personnel located in Arizona will

manage and operate the three former Verizon exchanges in California. It is worth noting,

however, that the end-result is the opposite of the management and operations structure

that exists today. Currently, the exchanges in Arizona are managed out of California.

Thus, approvals by Arizona and California Commissions would result in California

exchanges being managed and operated out of Arizona by Frontier.

22

23 Q- Should the Commission be concerned about the integration of VCA systems and

24 technologies with those of Frontier?

25

26

Q

A.

A.

A. No. In response to Staff's data request, VCA identified the equipment used in its service

territory. Norte] 8; Alcatel are companies well-known in the telecommunication industry.
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1
» In addition, Frontier stated in response to a data request1'7 that "Prom an engineering and

2 network operations/planning standpoint, Frontier has had experience acquiring,

9

3

4

5

6

integrating, and improving the networks of other telephone companies. Transfening

Prontier's experience to date in acquiring, improving, operating, and maintaining

telecommunications networks to the assets being acquired is a matter of scale and scope,

not network technology." Staff finds no reason to disagree.

7

8

9

10

11

12

13

14

15

16

17

Perhaps more important than network equipment and technologies is the ability of Frontier

to accept and operate the support systems that are proposed to transfer. Staff understands

that Frontier will not need to convert billing and other operational systems at or before

closing, therefore, customer service should not be at risk. Staff also understands that

Frontier will use the same support systems currently used by VCA to serve its customers

and those systems will be transferred to Frontier. As Verizon will continue to provide

system support for at least one year after closing18, and Frontier may elect to take all or

some of the support from Verizon after the first year, customer support service risks would

appear to be minimum. However, Staff believes that an additional commitment by VCA

for system support would be helpful.

18

19 Staff believes that VCA's commitment to support Frontier should be extended as the first

20 year will likely be devoted to understanding the full-cycle of seasonal issues, in other

21

22

23

words, one needs a full cycle to understand any changes that need to be made and another

full cycle to implement those changes. A second year of support may be needed to modify

and integrate the VCA systems with Frontier's.

17 STP 1.50
18 July 23, 2009, Applicants' response to STF 1-40, "Frontier will enter into a Software License Agreement wide
Verizon Information Technologies LLC, under which Verizon will maintain Frontier's systems for at least a year
after closing, Subsequently, Frontier may elect to continue to take some or all of the support from Verizon after the
first year."
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1 Q. Does Staff have concerns about changes in local exchaNge service investments?

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

Frontier's investment plans for the VCAservice areas are largely unknown, aside from the

stated intentions within the Application to apply for broadband funds in accordance with

provisions in the American Reinvestment and Recovery Act of 2009. Those funds, if

available, will benefit Arizona end-users but may not improve the quality of local

exchange services to any measurable degree. Of immediate interest to Staff, therefore, are

Frontier's plans and commitment to local exchange service investments in the VCA

service areas. Staff performed a comparison of the year to year changes in total assets

provided in the annual reports of the Applicants. The change in FrOntier's total assets is

over +3 percent annually while VCA is below +l percent. This simple analysis suggests

that if Frontier's investment plans in the VCA service areas match the combined history of

Frontiers three Arizona ILE Cs, (which Staff has no reason to doubt) the proposed transfer

will be beneficial to end-users. However, rather than make assumptions, the Staff is

proposing a condition that Frontier provide its local exchange services investment plans to

the Commission for the VCA areas, and that those plans contain expenditures for plant

upgrades or expansion that at least match the average investment levels in its` existing

three Arizona exchanges on a per access line bases.

18

19

20

21

22

23

In response to a Staff data request19, Verizon provided confidential investment history for

the VCA area but indicated that "Verizon does not develop an annual construction budget

on a state specific basis, therefore projected capital investment for 2009 is not available."

Staff finds that response unacceptable because all well-organized companies have capital

investment plans that project funding needs as far ahead as five years.

24

A.

19 STF 1.53
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2

3

4

5

6

7

VCA must have projected capital investment information at the exchange level or, the

wire center level which Staff defines as the nine exchanges served by the Blythe,

California central office. This information would be helpful to compare with Frontier's

plans. Verizon needs to provide a confidential filing to Staff that contains the projected

capital investment plans, if not exclusively for the VCA areas in Arizona, for the

exchanges served by the Blythe, California central office, before Staffs Rebuttal

Testimony is due, so that Staff can undertake this comparison for the Commission.

8

9 Q-

10

Will the costs associated with the proposed transfer be passed onto the VCA local

exchange customers or Frontier's local exchange customers?

11 No. Costs associated with the proposed transaction should bear on Shareowners as they

12

13

14

15

16

are the ones who ultimately will receive the financial returns. In response to Staff's data

request2°, Frontier explained "Frontier affirms that it will not seek to recover through rates

any transaction costs associated with divs transaction. Further, all of the acquired

properties will become part of new entities and not combined with existing Frontier

affiliates in Arizona, having their own set of books, revenues, and expenses."

17

18 Q- Does Staff have a position regarding the broadband investment and services

19 potentially linked to this proposed transaction?

20

21

22

23

24

25

Yes. Staff is supportive of the broadband investment and services intentions expressed

within the Application as the VCA local exchange areas are without wireline broadband

service at this time. Staff is supportive of any proposal that will promote broadband

deployment and investment in Arizona's mea] areas. The VCA areas are largely absent of

competitive voice service alternatives. Widespread deployment of broadband by Frontier

would make internet services available to end-users in the VCA areas. At the same time,

A.

A.

20 STF1.51
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3

4

Staff also is aware that such advances are not without competitive risks. Broadband

deployment will also open the technological door for 'over the top21' VoIP providers,

some of whom could even be Frontier or Verizon internet service provider ("ISP")

affiliates. While such alternatives would be welcomed by end-users, such broadband

investments should not be at the expense of needed local exchange upgrades or additions.5

6

7

8

9

10

Staff recommends at minimum, that Frontier should commit to report to the Commission

the provision of VoIP services by any affiliate (1) within the VCA areas proposed in this

transaction and (2) within Me ILE Cs of its three Arizona ILE Cs in the Annual Reports due

by April l 5th of each year and (3) that Frontier attest that the Arizona state assessments"

11 for VoIP services provided by any Frontier affiliate have been properly paid. Such

12 attestation should be made as an addendum to Frontier's Annual Reports due by April

13 15th of each year.

14

15

16

17

18

Additionally, Staff recommends a condition requiring Verizon to attest that Arizona state

assessments for any Verizon affiliate VoIP services provided in Arizona have been

properly paid. Such attestation should be made by all Verizon affiliates holding CC&Ns

in Arizona as an addendum to Annual Reports due by April 15th of each year.

19

20 Q. Does Staff have concerns about the transfer of long distance customers from VLD

and VES to Frontier?21

22

23

Staff does not have concerns. Since customer notices issued in December of 2008

explained VLD and VES plans23 to discontinue long distance services in Arizona, few

A.

21 E.g., Voyage, magiclack
22 Utility Fund, 911/E911, Telephone Relay Service ("TRS")
23 T-03289A-08-0593 (VLDI, T-03198A-08-0_94 (VES)
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1 customers should now remain for transfer. Verizon reported to Staff the number of

custorners24 that remained with VLD and yEs.2

3

4

5

6

There may have been some customer confusion caused by the multiple notices sent by

Verizon to its long distance users. To the degree that end-users see Frontier as a

participant in the confusion, Frontier's success in long distance may be compromised.

7

8

9

Since Verizon intends to maintain its long distance CC&Ns at least into 2010, as discussed

earlier Frontier is seeking a new CC&N for the resale of long distance in the VCA area in

10 its Application.

11

12 Q_ What is the status of customer notices that bear on the proposed transaction?

13

14

15

16

17

Pursuant to the Procedural Order in this matter dated July 13, 2009, the Applicants

published the required notice in a newspaper of general circulation in die service area on

August 5, 2009, and also mailed a copy of the notice to each customer in the affected

service area on August 27, 2009. Staff was provided with a copy of the customer notice

and Staff is not aware of any customer complaints or comments in response to the notices.

18

19 Q- Does Staff have concerns about the employees impacted by the proposed transfer

from Verizon to Frontier"20

21

22

23

24

25

Yes. First, the Applicants do not have a final assessment of the number of employees who

will be impacted by transfers. Staff understands from Verizon's data request response"

that as of June 26, 2009, twenty-two (22) Verizon employees in Arizona would be

affected by the proposed transaction. Of the 22 employees, three (3) were pension eligible

employees who participate in the hourly pension plan and eighteen (18) were pension

A.

A.

24 Confidential information provided in response to Staff s data request STF 2.3
25 STD 1.48



Direct Testimony of Armando Fimbres
Docket No. T-01846B-09-0274 et al
Page 17

1
v

2

3

4

eligible management employees who are participants in'the management pension plan.26

However, Verizon states in a data request response27 that the "realignment planning

process" is not yet finalized and may impact such areas as the Network Operations

Centers ("NOCs"). It is not appropriate for the Commission to be asked to expedite its

consideration of this matter without having a final assessment of impacts employees.

6

7

8

9

10

11

12

13

There is a second point of concern to Staff. The Applicants state in a data request

response28 that "during the first 18 months after the transaction closes, Frontier will not

terminate the employment, other than for cause, of any of the current Verizon employees

who are actively employed as installers or technicians or argon a leave of absence or other

authorized absence with a right to reinstatement." The statement though well-intentioned

leaves room for much misunderstanding. The statement says nothing, for example, about

management employees or even non-management employees who might not be 'installers

or technicians' .14

15

16

17

18

The Applicants should provide to Staff prior to the hearing in this matter a final count of

employees impacted and a full understanding of the treatment of such employees. The

Commission will then have this important information available when it considers this

19 matter.

5

26 Per Verizon's supplemental response to Staff s first Data Request via email on9/3/09, 1 employee is a part-time,
temporary associate who is not eligible for a pension.
27 STP 1.13
28 STD 1.14
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1 Q- Will Frontier be reliant on Federal and Arizona USF to a greater degree than

Verizon"2

3

4

5

6

7

8

Reliance on Federal USF seems likely as Frontier is seeldng ETC designation as a part of

this Application. VCA and the three Frontier ILE Cs all receive Federal USF today. VCA

does not receive AUSF. One of the Frontier affiliates Frontier Communications of the

White Mountains - does receive AUSF. Frontier's data request response that it does not

intend to "immediately apply for AUSF support" leaves open the possibility of an AUSF

application at any time in the future.

9

10

11

12

13

Should Frontier apply for AUSF funds any time soon, under the current rules die

Company would be required to file a rate case. The Verizon moratorium that expires in

2010 should apply to Frontier. The Commission proposed a similar condition when

Verizon acquired 1vIcI30 in Decision No. 68348, dated December 9, 2005.

14

15 Q- Does Staff support the Frontier's request for ETC designation?

16

17

18

Staff does not object to Frontier's request. VCA currently has an ETC designation as does

Frontier's three Arizona ILE Cs,. Staff has been provided with the all of the appropriate

information and recommends that Frontier be assigned an ETC designation for the VCA

19 areas it is acquiring, contingent on the Commissions approval of the proposed transaction.

20

21 Q. What is Staff's understanding of past transactions approved by the Commission that

Frontier has not closed?22

23

24

Staff is aware of two major cases brought before the Commission involving Frontier or

companies now owned by Frontier that were approved by the Commission but never

A.

A.

A.

29STP 1.67
30 In the Matter of due Joint Notice of Intent by Verizon Communications, Inc. and MCI Inc., on Behalf of its
Regulated Subsidiaries.
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2

3

4

5

6

7

8

9

consummated by Frontier. One case31 involved the transfer of the local exchange areas

pertaining to Mis matter from GTE California (now VCA) to Citizens Utilities Rural (now

Frontier Citizens Utilities Rural), the second case32 involved the transfer of certain U S

West Communications (now Qwest Corporation) rural assets to Citizens Utilities Rural.

In both cases, the Commission approved Me transfer yet Frontier, or the companies now

Frontier, failed to consummate the agreements. Staff asked Frontier to explain why the

Commission not be concerned with Frontier's ability to consummated the proposed

transaction in light of Frontier's inability to consummate two earlier transactions approved

by the Commission.

10

11
12
13
14

15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30

"The transaction referenced by Decision 62648 was actually part of a larger
transaction where several state sales were closed, such as those in Minnesota,
Illinois, and Nebraska. The Arizona properties referenced in that prior transaction
did not close, and the transaction tenninated. In terms of Frontier's ability to
complete significant transactions, Frontier more than doubled its size from
approximately l million access lines in 1999 to approximately 2.5 million access
lines in 2001, primarily through acquisitions. In 2000 Frontier purchased from
Verizon/GTE over 300,000 access lines in Minnesota, Illinois and Nebraska. In
June 2001, Frontier purchased all of Global Crossings' local exchange coniers,
which served approximately 1.1 million telephone access lines. Frontier is an
experienced operator of wireline facilities and has substantial experience in
integrating dispersed operations into a cohesive business. Frontier has grown
through successful acquisitions - through integrating companies into Frontier,
through increasing investment, service levels and offerings, and through having a
significant local presence in the communities Frontier serves. The Commission's
standard for approval is a finding that the current transaction before it is in the
public interest. Frontier believes that a review of this transaction by the
Commission will result in a finding that the transaction will provide positive
benefits for customers and the State of Arizona generally."33

31 Decision No. 62648, June 6, 2000, Joint application of Citizens Utilities Rural Company, Inc. d/b/a Citizens
Comrnuuications Company of Arizona and GTE California Incorporated for approval of the sale of assets and
transfer of the Certificates of Convenience and Necessity of GTE California Incorporated to Citizens Utilities Rural
Company, Inc.
32 Decision No. 63268, December 15, 2000, Application of U S West Communications, Inc. arid Citizens Utilities

d/b/a Citizens Communications Company of Arizona for approval of the transfer of assets in
certain telephone wire centers to Citizens Rural and the deletions of those wire centers from U S West's service
territory.
33 sT1= 1.46

Rural Company, Inc.
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\ "The transaction referenced by Decision 63268 was actually part of a larger
transaction where several state sales, beyond Arizona, were involved. The
transaction closed for one state - North Dakota .- but Was terminated for the
remaining states. In terms of Frontier's ability to complete significant transactions,
Frontier more than doubled its size from approximately l million access lines in
1999 to approximately 2.5 million access lines in 2001, primarily through
acquisitions. In 2000 Frontier purchased from Verizon/GTE over 300,000 access
lines in Minnesota, Illinois and Nebraska. In June 2001, Frontier purchased all of
Global Crossings' local exchange carriers, which served approximately 1.1 million
telephone access lines. Frontier is an experienced operator of wireline facilities and
has substantial experience in integrating dispersed operations into a cohesive
business. Frontier has grown through successful acquisitions - through integrating
companies into Frontier, through increasing investment, service levels and
offerings, and through having a significant local presence in the communities
Frontier serves. The Commission's standard for approval is a finding that the
current transaction before it is in the public interest. Frontier believes that a review
of this transaction by the Commission will result in a finding that the transaction
will provide positive benefits for customers and the State of Arizona generally."34

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

"Frontier has conducted due diligence that resulted in the proposed transaction for
which the Applicants are requesting Commission approval. Frontier anticipates
spending more in capital expenditures on a nationwide basis than the historical
amounts spent by Verizon on the lines to be acquired, based on relevant
circumstances such as opportunities for service quality improvement or expansion
of $€1'V1(;€8_"35

27

28

Staff has no reason to believe at this time that the proposed transfer, once approved by the

Commission, would not close or be consummated.

29

30 Q.

31

Does Staff believe that Frontier has provided the required information necessary to

process the requested CC&N request and ETC designation?

32 Yes.

33

34 Q_ Please summarize Staff's review of the CC&N information?

35

36

New Communications of the Southwest Inc. ("NewlLEC") is the official name of the

company applying for the transfer of VCA's Facilities-Based Local Exchange

A.

A.

34 STD 1.47

35 STD 1,54
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3

4

5

authorization and New Communications Online and LoNg Distance, Inc. ("NewLD") is

the official name of the company applying for the resale of Long Distance authorization.

Both are newly formed "C" corporations and as such do not have independent financials.

They will be relying on the resources of their parent, Frontier Communications

Corporation, until such time as they seek the Colnmission's approval to operate odierwise.

6

7

8

NewLD.is adopting the residence and business tariffs of VLD and VES, respectively, and

as such Staff does not take exception to any terms or rates within the tariffs.

9

10

l l

New1LEC will be adopting the tariffs of VCA. Staff has reviewed those tariffs and does

not take exception to any terms or rates within the tariffs.

12

13

14

15

As a newly formed company, NewlLEC does not have any history of complaints or legal

proceedings. Such matters related to Frontier's parent and affiliates were presented earlier

in this testimony.

16

17 Staff recommends the same bond level currently assigned to VLD - $10,000 .- be assigned

18 to NewLD.

19

20

21

22

23

24

For providers seeking facilities-based local exchange telecommunications services

authority, such as Competitive Local Exchange Canters ("CLECs"), Staff would be

typically recommend a bond of $100,000. Since NewILEC will become the ILEC, if

approved by the Commission, it will also have the Carrier of Last Resort" ("COLR")

responsibilities. Staff, therefore, does not recommend a bond for NewlILEC.

36 A.k.a., Provider of Last Resort, COLR means the service provider that is obligated to provide basic, local exchange
service to a customer in the absence of an alternative service provider. The concept is closely tied to that of
Universal Service and ETC requirements. 47 U.S.CQ § 254
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1 Q. Please summarize Staff's review of the ETC information?

2

3

4

5

6

7

8

9

10

The requirements for designation of ETCs are specified by 47 U.S.C. § 2l4(e)(l). It states

that "A common canter designated as an eligible telecommunications carrier under

paragraph (2) or (3) shall be eligible to receive universal service support in accordance

with section 254 and shall throughout the service area for which the designation is

received - (A) offer the services that are supported by Federal universal service support

mechanisms under section 254(c), either using its own facilities or a combination of its

own facilities and resale of another carrier's services (including the services offered by

another eligible telecommunications carrier), and (B) advertise the availability of such

services and the charges, using media of general distribution."

11

12 In response to Staff's data request37, Frontier affirmed that it would provide each of the

13

14

services required by the Federal universal support mechanisms under 47 C.F.R. §

54. lOl(a) which include the following:

15

16 1. Voice grade access to the public switched network.

2. Local usage.17

18

19

20

21

22

23 I

Dual tone, multi-frequency signaling or its functional equivalent.

Single party service or its functional equivalent.

Access to emergency services.

Access to operator services.

Access to interexchange service.

Access to directory service.

24
25

9. T011 limitation for qualifying low-income consumers.

A.

37 STD 1.61

4.

3.

5.

7.

6.

8.
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1 \

2

Frontier has committed that it will advertise the availability of such services and chares

using media of general distribution. ' v

3

4

5

6

7

8

An ETC carrier must also offer Lifeline and Link Up Service to all qualifying low-income

consumers within its service area, pursuant to 47 C.F.R. §§ 54.405 and 54.4ll(a).

NewlLEC will offer these services. Frontier has committed to provide Lifeline and Link

Up Services to all qualifying low income consumers within the VCA service area.

Frontier's new local exchange affiliate will offer services at the rates in contained in the

existing VCA tariffs.

10

11

12

13

Since the Commission has previously accepted the definition of the VCA service areas as

rural and eligible for USF38, Staff believes that NewILEC meets the requirements to be

designated an ETC.

14

15

16

17

STAFF'S RESPONSE TO THE APPLICANTS' TESTIMONY

Q. Did Staff review the testimony of Mr. Timothy McCallion and Mr. Daniel McCarthy,

filed on behalf of Verizon and Frontier, respectively, on July 15, 2009?

18 Yes.

19

20 Q-

21

Please summarize Staff's review of Mr. Timothy McCallion's testimony filed on

behalf of Verizon on July 15, 2009?

22

23

Mr. MiCa]Jion's testimony was consistent with, and supportive of, the Joint Application

filed on May 29, 2009. Staff does wish to highlight the following.

24

9

A.

A.

38 Decision No. 60553, December 8, 1997
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2

The Joint Application and Mr. McCallion's testimony use the same language

" ...NewILEC and NewLD will have the same tariffs and will offer substantially the same

3 regulated retail and wholesale services under the same rates, terms, and conditions .
77

4

5

6

7

8

9

when explaining how services will be transparent to customers. It was not until Staff

received a data request" response on July 23, 2009, that Staff fully understood the context

of "the same tariffs" only a few words removed from the use of "substantially the same".

Verizon's data request response makes clear the tariffs will not remain exactly die same.

The appropriate tariff(s) will need some modification during this process or tariff revisions

will need to be filed following approval of the proposed application.

10

11

12

13

14

15

16

17

18

19

20

"Frontier and Verizon have agreed to exclude a small number of services from
those that will transfer to Spinco, and ultimately to Frontier. Examples include
non-regulated and/or non- ILEC services such as Tobi (a non-regulated proprietary
Verizon service that allows Verizon customers to manage their telephone service
via Internet), SmartTouch (a Verizon Long Distance service that allows customers
to pre-pay for long distance service), and ONEBILL ® (a free Verizon service that
allows customers to receive their Verizon Wireless charges along with other
Verizon charges on a single Verizon bill). However, for virtually all regulated
services provided by Verizon at closing, Frontier will offer a similar service.

21

22

23

24

25

Mr. McCallion's testimony also references the inclusion of Nevada40 VCA properties

within NewILEC. This was also referenced in the Joint Application41 but gained more

emphasis in recent discussions between Staff and the Applicants. The Distribution

Agreement that is attached to Mr. McCal1ion's testimony makes reference to exchanges

bordering Nevada without being perfectly clear if any exchanges within Nevada will be

39 rF 1.30
40 Page 6, Direct Testimony Of Timothy McCallion On Behalf Of Verizon July 15, 2009
41Page5, May 29, 2009, Iii the matter of the joint application of Verizon California, Inc., Verizon Long Distance,
LLC, Verizon Enterprises Solutions, LLC, Frontier Communications Corporation, New Communications of the
Soudiwest Inc., and New Communications Online and Long Distance, Inc. for approval of the transfer of Verizon's
Local Exchange and Long Distance Business.
42 Distribution Agreement by and between Verizon Communications Inc. and New Communications Holdings Inc.
dated as of May 13, 2009
43 Page 21, Distribution Agreement by and between Verizon Communications Inc. and New Communications
Holdings Inc. dated as of May 13, 2009
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2

3

transferring to NewILEC. Initially, Staff understood that six (6) Arizona exchanges and

three (3) California exchanges bordering on the Arizona border would transfer to

New1LEC. (2)

4

Following Mr. McCa11ion's testimony, Staff understood that two

exchanges44 in California bordering Nevada would transfer to NeWILEC. Continuing

discussions with the Applicants further ciariiied that ten (10) exchanges within Nevada5

6

7

8

bordering California will also transfer to Frontier and be managed by Prontier's Arizona

personnel. In total, Frontier will be acquiring twenty-two (21) exchanges to be contained

within NewlLEC45 with a huge preponderance of the lines in Nevada exchanges"

immediately south of Carson City, home to the Nevada Public Utilities Commission.9

10

11

12

13

14

A final Staff observation is that Mr. SCallion explained some of the key issues that arose

in Verizon's transfer of its Hawaii operations to The Carlyle Group ("Carlyle") in 2005,

and its New England operations to FairPort Communications, Inc. ("Fairpoint") in 2008.

His point, in summary, is that Frontier is a more experienced and sophisticated

telecommunications company than Carlyle or Fairpoint. Staff agrees, but notes that a15

16

17

18

more valid comparison is between the proposed national transaction of Verizon and

Frontier and the acquisition of U by QwestS West Communications ("USW")

19

20

Communications ("Qwest"). In both cases, the key similarity is that the acquiring party

on a nationwide basis- Frontier and Qwest -. was considerably smaller than the properties

being acquired selected properties from Verizon and the entirety of USW. The key

21

22

23

concern for this Commission is whether the expanded management and operations role

has properly been considered and provided for and, more pertinent, whether the expanded

role of Frontier's Arizona management has been properly been considered and provided

24 for.

44 Consisting of approximately 1,524 lines
45 Frontier provided several confidential exchange maps to Staff duet illustrate the exchanges within NewlLEC.
46 Consisting of approximately 35,989 lines
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1 Q- Are there areas in the testimony of Mr. Daniel McCarthy's that you would like to

2 address?

3

4

5

Yes. Mr. McCarthy's testimony was consistent with, and supportive of, the Joint

Application filed on May 29, 2009, as well as the testimony of Mr. McCallion. However,

Staff does wish to highlight the following.

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

Mr. McCarthy's testimony presented a table" with the current Frontier access lines in

each of its 24 states. At present, Arizona ranks as the am largest state in Frontier's

portfolio. Staff notes that following the conclusion of the proposed, national transaction

Arizona will rank as the 14th highest in Frontier's twenty (27) state portfolio48. Staff

wonders if the reduced ranking of Frontier's Arizona exchanges within a total access line

portfolio that will increase by 218 percent will inevitably result in less upper management

oversight for Frontier's Arizona exchanges or a reallocation by investment from Arizona

to other states. Frontier Arizona access lines, currently 6.4 percent of the Frontier access

line portfolio, will be 2.2 percent upon execution of the proposed, national transaction.

This adds to the concern expressed by Staff earlier in this testimony regarding the

increased responsibilities that will be placed on the existing management and operations

team in Arizona by the addition of VCA service exchange areas, those in California

bordering Arizona and Nevada and those in Nevada bordering California. Not only will

Frontier's Arizona management and operations be expanded to three states, its regulatory

responsibilities will also be expanded to three states.. As Mr. McCarthy states in his

testimony no additional management resources are planned for Arizona - "Current

Frontier management is expected to manage and control the day-to-day operations of

A.

47 Page 5, Direct Testimony of Daniel McCardiy Executive Vice President and Chief Operating Officer on Behalf of
Frontier Communications Corporation, July 15, 2009
48 Frontier Cornniunications, Welcome to the New Frontier, June 18, 2009
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1 v

2

Frontier and its operating subsidiaries, including the assets transferred to it through the

transaction proposed here in addition to Frontier's easting Arizona operations."49

3 I

4 Mr. McCarthy explains Frontier's understanding of the competitive situation faced by

5

6

7

8

9

10

11

12

13

14

Frontier's three Arizona ILE Cs and VCA. The proposed transaction is represented as a

strategy that will address the competitive inroads of wireless and cable providers,

however, Mr. McCarthy speaks in such broad terms that Staff is not sure his explanation

applies to the VCA areas being proposed for transfer. For example, on page 7 of his

testimony, Mr. McCarthy states "Today, the primary competition is coming from the

national wireless providers and established cable providers, each of whom are subject to

significantly less regulation and many of whom have resources far greater than the

average ILEC (including Frontier)."5° Staff, however, is not aware of Comcast, Cox,

Charter, or Time Warner (the major cable providers) serving in the VCA areas. The

access lines to which he refers in several places in his testimony519 therefore, cannot be

15 attributed to cable providers with "resources far greater" than those of Frontier. Local

16 exchange losses to wireless, however, do fit with Staff's general understanding of the

17 competitive situation. Staff notes that by transfening VCA local exchange areas to

18

19

20

21

22

Frontier, Verizon Wireless .- one of the two largest national wireless providers .- will no

longer be restrained, even if informally, from competing against one of its former

affiliates. While this proposed transaction may enhance Frontier's ability to deliver

broadband services, the same proposed transaction may sharpen the competitive focus of

perhaps its most key competitor - Verizon Wireless.

23

49 Page 8, Direct Testimony of Daniel McCarthy Executive Vice President and Chief Operating Officer on Behalf of
Frontier Communications Corporation, July 15, 2009
50 Page 7, Direct Testimony of Daniel McCarthy Executive Vice President and Chief Operating Officer on Behalf of
Frontier Communications Corporation, July 15, 2009
51 E.g., page 15, Direct Testimony of Daniel McCarthy Executive Vice President and Chief Operating Officer on
Behalf of Frontier Communications Corporation, July 15, 2009 .
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1 »

2

3

4

5

6

7

8

9

10

11

12

13

Mr. McCarthy explains on page 24 of this testimony that"'Frontier has a highly successful

track record of acquiring, operating and investing in telecommunications properties

nationally, including over 750,000 access lines it purchased from Verizon's predecessor

GTE between 1993 and 2000. Specifically, in 2000, Frontier acquired over 300,000 access

lines in Minnesota, Illinois and Nebraska. In June 2001, Frontier purchased all of Global

Crossing's local exchange carriers, which served approximately l.l million telephone

access lines in Alabama, Florida, Georgia, Illinois, Indiana, Iowa, Michigan, Minnesota,

Mississippi, New York, Ohio, Pennsylvania and Wisconsin. More recently, Frontier

acquired and successfully integrated Commonwealth Telephone Company in

Pennsylvania and Global Valley Networks in California. The Corrnnonwealth Telephone

Company acquisition, which included over 320,000 ILEC lines and over 100,000 CLEC

lines, was completed in March 2007. The Global Valley Networks acquisition was

completed in October 2007 and included over 12,000 access lines." That Frontier was

14 able to successfully complete several transfers from the 2001 to 2007 is encouraging. It

15

16

17

18

19

20

21

was during this same period that Arizona's dominant ILEC encountered severe economic

troubles related to the transfer of USW to Qwest. Staff recalls, however, that the transfer

of USW to Qwest was in part based on a similar strategy as that proposed by Frontier, a

reduction in dividend52 intended to free cash for operations and investments. Staff

believes that Frontier should share with the Commission any contingency plans that have

been developed to address major changes in business or environmental conditions dirt

could result in severe impacts to Frontier's Arizona local exchanges services in the next

22 five years.

23

24

25

There is one statement in Mr. McCarthy's testimony that is not supported by either the

Joint Application or Mr. McCa11ion's testimony - "Management employees will continue

52 E.g., page 20, Direct Testimony of Daniel McCarthy Executive Vice President and Chief Operating Officer on
Behalf of Frontier Cornrnunications Corporation, July 15, 2009
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1 \

2

to receive the same levels of compensation and benefits they receive now from Verizon

This suggests tiiat employees

3

4

5

6

7

8

for at least one year after the transaction c1oses."53

transferring from VCA to Frontier could have their compensation and benefits reduced

after one year. Adding to Staff's concern is Frontier's response to Staff Request54 - "As a

result of arms length negotiations, the parties agreed that management employees will

continue to receive the same levels of compensation and benefits they receive now from

Verizon for the remainder of the calendar year after rhatransaction closes. (emphasis

added)" Staff finds either explanation unacceptable.

9

10

11

Staff recommends that any VCA employee who transfers to Frontier should not have their

compensation or benefits reduced for a period of two years following the effective date of

a Commission order in this manner.12

13

14

15

SUMMARY AND CONCLUSIONS

Q. Does Staff believe the proposed transaction is in the public interest?

16 Yes.

17 .I

18 Q- Please summarize Staff's proposed conditions for the proposed transaction?

19 Staff recommends the following conditions:

20

21

22

That NewlLEC assume or honor all obligations under VCA's current interconnection

agreements, tariffs, and other existing contractual arrangements of VCA.

23

A.

A.

53 Pages 30 and 31, Direct Testimony of Daniel McCarthy Executive Vice President and Chief Operating Officer on
Behalf of Frontier Communications Corporation, July 15, 2009
54 STP 2.6

1.
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1 v

2

2. At the conclusion of all pending dockets, that NewILEC comply with all previous

Commission orders and all future Commission Orders. -

3

4 3. That NewILEC Maintain the Average Answer Time for the Residential Service Order

Call Center response of VCA from January 2008 to June 2009 (69.1 seconds) for the

five years following the effective date of an Order in this matter. Evidence of such

should be provided annually by April l 5th of each year for the prioryear.

5

6

7

8

9

10

11

That NewLEC will file in this Docket wide die Arizona Commission any California or

Nevada Commission Order related to this matter that bears on Frontier's management

and operationslocated in Arizona within 30 days of its issuance.

12

13

14

15

16

17

18

19

20

21

5. That NewILEC in an annual compliance tiling due by April 15th of each year, provide

monthly comparative service quality and operating information to ensure that the

Frontier Arizona VCA local exchange areas are served comparably to the Frontier

California VCA local exchange areas that Frontier has acquired in transactions related

to this matter.

22

23

6. That for the five years following the effective date of an Order in this matter,

Frontier's three Arizona ILE Cs not allow their monthly service quality and operating

performance to decline below their average monthly performance for the period of

January 2008 to June 2009. Evidence of such should be provided annually by April

15th of each year for the prior year.

24

4.
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1 s

2

7. That the annual ratio of New1LEC complaints to access lines remain the same as the

annual ratios of VCA for the 2006 through 2008 period. Evidence of such should be

provided annually by April 15"" of each year for the prior year.

8. That the existing rate moratorium for the VCA service territory remain in effect until

theDecember 9, 2010 expiration date, as ordered by Decision No. 68348 .

3

4

5

6

7

8

9

10

11

12

9. That NewILEC commit to local exchange investment levels on a per access line basis

that at least equals the average investment per access line of its three Frontier Arizona

ILE Cs for the fiveyears following the effective date of an Order in this matter.

13

14

15

16

17

18

19

20

10. That Frontier report to the Commission (1) the number of VoIP lines served by any

Frontier affiliate within die NewILEC service area and by Frontier's three Arizona

ILE Cs by April 15th of each year and (2) that Frontier attest that the Arizona State

assessments55 for VoIP services provided by any Frontier affiliate or ILEC have been

properly paid. Such attestation should be made as an addendum to Frontier's Annual

Reports due by April l5thof each year for the prior year.

21

22

11. That Verizon attest that Arizona state assessments for any VoIP services provided by

Verizon affiliates in Arizona have been properly paid. Such attestation should be

made by all Verizon affiliates holding CC&Ns in Arizona as an addendum to Annual

Reports due by April l 5th of each year.

23

55 Utility Fund, 91 l/E911, Telephone Relay Service ("TRS")
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1 v

2

3

12. That the Applicants provide a final count of employees impacted by the proposed

transfer and comprehensive explanation of the treatment of such employees before an

Order is issued in this matter.

4

5

6

7

8

9

10

11

13. That for one year following the close of the proposed transfer or until Verizon and

Frontier inform the Commission by filing an affidavit with Docket Control, as a

compliance item in this Docket, that die proposed transaction activities are completed,

Frontier shall provide written notification with a filing in Docket Control and to the

individual members of the Commission 60 days prior to any planned transfer-related

Arizona workforce layoffs, any planned transfer-related Arizona plant closings, and

any planned transfer-related Arizona facility closings.

12

13

14

15

16

17

18

19

20

21

22

14. That if any Frontier Arizona affiliate chooses to conduct layoffs or facility closings in

Arizona that are attributable to die proposed transfer, it shall file a report, within two

months of the effective date of the layoffs or closings, with the Commission stating

why it was necessary to do so and what efforts the Company made or is rnaldng to re-

deploy those individuals elsewhere in the Company. This report shall also state

whether any savings associated with facility closings have been re-invested in the

Company's Arizona operations, and if not, why. This report shall be filed for one year

following close of the proposed transfer or until Frontier infonns the Commission by

filing an affidavit with Docket Control that transfer related activities are completed,

whichever comes last.

23

24

25

15. That within 60 days of the transaction's consummation, Frontier and Verizon notify

the Commission of such closing.

26
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1 Q- Finally, what are Staff's recommendations? 4

4

2 A. Staff recommends:

3

4

5

6

7

8

9

10

11

12

13

14

that the Commission transfer the local exchange servicesCC&N to NewILEC ,

that the Commission approve the transfer of long distance customers from VLD and

VES to NewLD within the local exchange service areas of VCA, grant a waiver of

the Commission's Slamming Rules56 in connection with the transfer, and grant a

Long Distance ResellerCC&N to NewLD,

that the Commission allow NewlLEC to adopt die tariffs of VCA and allow

NewILD to adopt the tariffs of VLD and VES ,

that the Commission designate NewILEC in the service areas proposed for transfer

as an Eligible Telecommunications Carrier ("ETC") with the same status as VCA,

that the Commission approve the transfer of assets pursuant to A.R.S. § 40-285 and

take such other measures and provide any additional approvals as the Commission

may deem necessary to allow the parties to complete the transaction ,

15

16 Q. Does this conclude your direct testimony?

17 Yes, it does.A.

"AAC R14-2-1901 et seq., Consumer Protections For Unauthorized Carrier Changes
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1 'INTRODUCTION
\

2 Q- Please state your name, occupation, and business address.

3

4

5

My name is Armando Fimbres. I am a Public Utilities Analyst V employed by the

Arizona Corporation Commission ("ACC" or "Commission") in the Utilities Division

("Start"). My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

6

7

8

Q. Have you previously filed testimony in this proceeding?

Yes. I filed testimony on behalf of Staff on September 21, 2009.

9

10 BACKGROUND

11 Q. What is the purpose of your testimony?

12

13

14

Staff" s testimony responds to the Rebuttal Testimony filed Timothy McCal1ion and Daniel

McCarthy on behalf of Verizon and Frontier ("the Applicants"), respectively, on October

5, 2009.

15

16 STAFF'S REPONSE TO THE REBUTTAL TESTIMONY OF TIMOTHY MCCALLION.

17 Q- Does Mr. McCallion raise issues in his Rebuttal Testimony with any of Staff's

18 conditions?

19 Yes. Mr. McCal1ion's requests modifications to Condition 12.

20

21 Q. What modifications does Verizon request to Condition 12?

22

23

24

25

Mr. SCallion's rebuttal testimony states "It is clear from other parts of Staffs testimony

that this condition should apply only to Verizon California employees in Arizona. (Staff

Testimony at 16-17.) Verizon currently has 22 ILEC employees in Arizona and will not

have a final count of Arizona employees affected by the transaction until close of the

26

A.

A.

A.

A.

A.

transaction, for example, some employees may choose to retire up until closing. To the
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1
4

2

3

4

best of our knowledge, this has not been a condition iMposed in similar transactions in

Ar izona  and a  count  of employees pr ior  to the Commission issuing an order  would

provide little benefit. The Applicants, however, would agree to notify the Commission of

the number of employees in zonaMat actually transfer to Frontier at closing of the

5 transaction."

6

7 Q- What is Staff's response to the modifications requested by Verizon for Condition 12?

8 A. Mr.  McCa11ion is correct  that  Staff Condition 12 was intended to apply to Verizon

9

10

11

12

13

14

15

16

California ("VCA") employees in Arizona. Staff recommended this condition because of

Staffs uncertainty that the employee count impacted by the proposed transaction was

finalized.  Mr.  SCallion's explanation that  some employees may ret ire upon closing'

suggests that the upper range of the full employee count (22) has been established. By this

Staff understands that only the lower range is uncertain, that the full count of employees

impacted could be below 22 but will not  exceed 22; Mr.  McCallion goes on to sta te

Verizon's willingness to notify the Commission of the number of employees in Arizona

that actually transfer to Frontier upon closing of the proposed transactions.

17

18

19

20

21

22

23

Staff is willing to modify Condition 12 consistent with its understanding of Verizon's

request, as follows .- "that the Applicants stipulate that the number of VCA employees

impacted by the proposed transfer will not exceed twenty-two (22) before an Order is

issued in this matter, and, that a final count of employees along with a comprehensive

explana t ion of the compensa t ion and benefit  t r ea tment  of impacted employees  a re

provided within 60 days of the transaction's consummation."

24

1 Rebuttal Testimony Of Timothy McCallion On Behalf Of Verizon October 5, 2009, page 2, lines 14 .- 18
2 Rebuttal Testimony Of Timothy McCallion On Behalf Of Verizon October 5, 2009, page 2, lines 20 - 22



4

Surrebuftal Testimony of Armando Fimbres
Docket No. T-01846B-09-0274, et al
Page 3

1 b- Did Mr. McCallion raise issues regarding system"s integration in his Rebuttal

2

3 Yes.

4

5

6

7

8

9

Testimony? .

Mr. lVlcCa1lion questioned the appropriateness of Staffs Direct Testimony

discussion regarding systems support and Staffs belief "that VCA's commitment to

support Frontier should be extended as the first year will likely be devoted tO

understanding the full-cycle of seasonal issues, in other words, one needs a full cycle to

understand any changes that need to be made and another full cycle to implement those

changes. A second year of support may be needed to modify and integrate the VCA

systems with Frontier's."

10

11 Q- What is Staffs response?

12

13

14

15

16

17

Verizon's testimony attempts to reduce the concern raised by Staff by conveying that

Frontier has waited as long as seven years to integrate systems in past transactions.

However, Frontier's past performance adds to Staffs concern that systems integration is

very complex and likely will not be done in one year. The purpose of Staffs

recommendation is to add certainty where uncertainty exists. Nonetheless, Staff clarifies

that this recommendation is not a condition for approval of the proposed transaction.

18

19 Q.

20

Did Mr. McCallion disagree with Staff's assessment regarding a confidential filing of

a projected capital investment plan?

21

22

23

24

25

Yes. Verizon disagreed with Staffs recommendation that Verizon provide a confidential

filing of a projected capital investment plan for Arizona or for the exchanges served by

Verizon's Blythe, California central office. Verizon, nonetheless, agreed to provide a

confidential supplement to staff"s prior data request. Staff received the Verizon 2009

Arizona estimate on October 8, 2009. However, Verizon did not provide the five-year

26

A.

A.

A.

projection requested by Staff.
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l
'Q. Did Mr. McCallion disagree with Staff's recomrhendation regarding employee

2 compensation and benefits?

3

4

5

6

7

8

Yes. Verizon strongly disagreed with Staffs recommendation that employees "should not

have their compensation or benefits reduced for a period of two years following the

effective date of a Commission order in aNs manner." The Applicants have agreed that

management employees will continue to receive the same levels of compensation and

benefits they receive now from Verizon. for the remainder of the calendar year after the

Nonetheless, Staff clarifies that this recommendation is not a

condition for approval of the proposed transaction.

. 3transactlon closes .

9

10

11 STAFF'S RESPONSE TO THE REBUTTAL TESTIMUNY OF DANIEL MCCARTHY.

12 Q. Please summarize Staffs understanding of Mr . McCarthy's Rebuttal Testimony.

13

14

15

Mr. McCarthy's Rebuttal Testimony states that Frontier does not believe Conditions L, 2,

8, 10 and 15, from Staff' s Direct Testimony, are necessary but is not opposed to them.

Mr. McCarthy's Rebuttal Testimony then responds to concerns that Frontier has with

16 Conditions 3 7, 9, 12, 13 and 14 and recommends that the Commission either reject or

17 modify Staffs conditions.

18

19 Q.

20 .A.

21

22

Does Frontier have issues with Condition 3?

Yes. First, Frontier objects to the 18-month period chosen by Staff for comparative data.

Second, Frontier offers an absence of customer service complaints within Frontier's three

ILEC areas as a defense for potentially allowing the VCA answer time to increase to the

23 Frontier answer.

3 Frontier's response to STF 2.6

A.

A.

r
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l

2

»Q.

A.

3

4

5

6

7

8

9

What is Staff's response to Frontier's testimony specific to Condition 3?

The 18-month per iod  was the  longest  per iod  of common data  provided  by both

Applicants. Staff specifically asked for "...2007, 2008 and year-to-date 2009..." in data

request STF 1.5. Verizon provided Residential Service Call Center answer time data from

January 2007 through June 2009, Frontier only provided data from January 2008 through

June 2009. The Applicants could have even supplemented the data with July and August

2009 data before Staff submitted its Direct Testimony, but did not. By choosing the

longest period, service anomalies are mathematically dampened or averaged and therefore

should be more representative of the service of both Applicants.

10

11

12

13

14

15

That residence customers within Frontier's three ALEC's may not have tiled Commission

complaints regarding an monthly answer time nearing 4 minutest is not a defense for

potentially imposing on VCA residence customers an answer time almost 5 times longer

than the VCA answer time based,  on June 2009 data. Staff is not recommending

improved service for VCA residence customers, simply that service not get worse.

16

17

18

19

20

21

22

23

24

To recognize Frontier's concerns with the 18-month period, the longest common period

reported, Staff is willing to base its condition on the most current, common period of data,

June 2009. The June 2009 VCA answer time was 48 seconds, the Jame 2009 Frontier

answer time was 228 seconds. Nonetheless, this directly addresses Frontier's concern

about using data that it believes is too old. The 18-month period figures were 69.1

seconds for VCA and 189.5 seconds for Frontier. The change to Condition 3, however,

will result in a standard 30 percent lower than the one originally recommended by Staff in

its Direct Testimony.

25

4 The highest monthly response time in the data provide to Staff is 323 seconds, approximately 6.5 minutes, for April
2008
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'Q.

2 A.

1 Does Frontier have issues with Condition 4?

3

4

Yes. Frontier expresses two concerns - (1) that Staffs recommendation is not clear about

the types of orders and (2)  that  the California or  Nevada Commissions have not

historically required similarly conditions.

5

6 Q. What is Staff's response to Frontier's testimony specific to Condition 4?

7

8 evident.

9

To the first Frontier concern, Staff responds that the requirements of Condition 4 are self-

The practical equivalent of "any order" related to this matter  should be

understood to mean "all orders" that impact NewILEC.

10

11

12

13

14

15

16

17

18

To the  second  Front ier  concern,  Staff responds that  the  California  and  Nevada

Commissions are free to consider conditions of their choosing, as is Arizona. Frontier is

choosing to organize itself in a multi-state manner that, which left unchecked, could result

in the orders of one Commission unintentionally impacting another Commission. Only by

being fully aware of Frontier 's multi-state regulatory environment can the Arizona

Commission take actions in the interest of Arizona local exchange customers in the

timeliest manner possible. The mere reference by Frontier to historical actions by

California and Nevada, helps illustrate the reason that Staff recommends Condition 4.

19 Arizona should be cautious and should be concerned that Frontier 's Arizona VCA

20

21

22

23

24

A.

properties, though much smaller in access lines, be given equitable management and

operating treatment as the properties Frontier is acquiring in California and Nevada.

Finally, Staff notes that Frontier has not, in any way, suggested that the simple actions

needed to copy and file orders, as needed to comply with Condition 4, are costly or

burdensome. Staff sees no reason to change its position regarding Condition 4.

4
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1 Does Frontier have issues with Condition 5?

2

`Q-

A. Yes. Frontier states that the basis for the recommendation is unclear. , Frontier believes

3 that, whatever Staffs concerns may be, they will no longer exist after the closing of the

4 proposed transaction.

5

6 Q. What is Staff's response to Frontier's testimony specific to Condition 5?

7 First, Staff must correct Frontier's restatement of Condition 5. No reference is made in

8

9

10

Staff Condition 5 regarding a five-year period. Second, Staff re-emphasizes its earlier

testimony - the need for this ComMission to be cautious about die equitable management

and operating treatment of Frontier's AZ VCA properties compared to those in California

and Nevada.11

12

13

14

Frontier has not demonstrated that compliance with Condition 5 may be costly or

burdensome. Staff sees no reason to change its position regarding Condition 5 .

15

16 Q- Does Frontier have issues with Condition 6?

17 Yes. Frontier states that the recommendation is based on unsupported concerns. Thus,

18 there is no basis to impose Staff Condition No. 6 on Frontier's three (Arizona) ILE Cs.

19

20 Q. What is Staff's response to Frontier's testimony specific to Condition 6?

21 First, Staff corrects Frontier's restatement of Condition 6. No reference is made in Staff"

22

23

Condition 6 regarding an "18 month period of January 2008 through luly 2009". Rather

Staff' s Condition 6 simply states "the period of January 2008 through June 2009".

24

25

r

26

A.

A.

A.

Second, Staff earlier emphasized the need to be cautious about the equitable management

and operating treatment of Frontier's AZ VCA properties compared to those in California
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1 5

2

3

4

5

6

7

8

9

10

11

and Nevada. A related concern is the equitable management and operating treatment of

Frontier's AZ VCA properties compared to Frontier's three AZ ILE Cs. As Staff pointed-

out in its direct testimony, Frontier stated that "Current Frontier management is expected

to manage and control the day-to-day operations of FrOntier and its operating subsidiaries,

including the assets transferred to it through the transaction proposed here in addition to

Frontier's existing Arizona operations". (emphasis added) This raised the concern that

management and operating shifts and rebalancing, even if unintended , could occur

between Frontier's AZ VCA properties and Frontier's existing, three ILE Cs. Staff is

unaware of any plan to increase in Frontier 's management or operating resources.

Frontier simply states "The operation and service of these additional lines (VCA areas

within AZ) is not going to put a significant managerial or  resource constraint on

Frontier".612

13

14

15

Finally, Frontier has not demonstrated that compliance with Condition 6 may be costly or

burdensome. Staff sees no reason to change its position regarding Condition 6.

16

17 Q. Does Frontier have issues with Condition 7?

18 Yes. Frontier believes that Staff has not identified concerns about the volume of

19 complaints involving Frontier's three Arizona ILE Cs and there is no justifiable reason to

20 impose a condition in a situation where there is no "harm" to remedy.

21

22 Q.

23

What is Staff's response to Frontier's testimony specific to Condition 7?

Staff has given this condition additional consideration and believes that Frontier's

24 with Staffs other conditions should lead satisfactory results regarding

25

compliance to

customer complaints. Staff believes Condition 7 is no longer appropriate.

A.

5 Pages 26 - 27

e Rebuttal Testimony Of Daniel McCarthy on Behalf of Verizon, October 5, 2009, page 13

A.
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1 Does Frontier have issues with Condition 9?

2

'Q_

A. Yes. Frontier believes that this condition is unnecessary and could have adverse

3

4

5

6

7

unintended consequences. Frontier believes that to require an investment level in the

VCA operations at  a "total investment level" of the other  Frontier  Arizona ILEC

properties, without actually evaluating and implementing the most sound investment

decisions in Arizona, is unwise at best, and may, in fact, be detrimental to the overall

functioning of Frontier's operations in Arizona.

8

9 Q. What is Staff's response to Frontier's testimony specific to Condition 9?

10

11

12

13

14

15

16

17

In recommending that VCA's 2009 access line investment as a more appropriate

comparison, Staff specifically requested such informations. However the information was

not provided until October 8, 2009. Even then, Staff did not receive the requested five-

year forecast. That is Staffs concern. The Applicants have asked for expedited treatment

of this application so that Frontier can apply for Stimulus funds to benefit broadband

services, however, such Mnds would not benefit local exchange services. Almost no

information has been provided to indicate how local exchange services will benefit.

Staffs Condition 9 is intended to ensure that Frontier's NewlLEC continues to invest in

18

19

20

21

local exchange services. Frontier's three Arizona ILE Cs serve rural areas as does VCA in

Arizona. Absent projected local exchange investment data for the VCA area, such as the

five-year forecast that Staff requested, Staff believes that a condition that compares the

levels of investment across all of Frontier's ILE Cs is reasonable.

A.

7
STF 1.53

8 Direct Testimony Of Armando Fimbres on Behalf of Commission Staff, September 21, 2009, page 13
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l Does Frontier have issues with Condition 12?

2

'Q .

A. Yes. Frontier's position is consistent with that of Verizon. Frontier does not believe there

3 is any benefit, nor should it be a condition, that the Applicants provide a "final count"

4 before the Commission issues an order approving die proposed transaction.

6 Q~

7

8

What is Staff's response to Frontier's testimony specific to Condition 12?

Staff" s earlier response to Mr. McCa11ion's Rebuttal Testimony regarding Condition 12

addresses the Rebuttal Testimony of both patties.

9

10 Q- Does Frontier have issues with Conditions 13 and 14?

11 Yes.

12

13

14

15

16

Regarding Condition 13, Frontier believes that seeldng an advance notice

requirement with respect to employees may create management and employee issues.

Regarding Condition 14, Frontier is concerned that the requirement appears to be

indefinite in duration in that it will remain in place until "Frontier informs the

Commission by filing an affidavit with Docket Control that the transfer related activities

are completed."

17

18 Q. What is Staff's response to Frontier's testimony specific to Conditions 13 and 14?

19

20

These conditions are nearly identical, if not identical, to conditions imposed by the

Commission in other cases involving acquisitions/mergersg that were similar to the

5

A.

A.

A.

9 Decision No. 68865, 7/28/06, In the matter of the application of AT&T Inc. for approval of a reorganization
Pursuant to A.A.C. R14-2-803 or, alternatively, for a limited wavier of the Commission's Affiliated Interest Rules,
Decision No. 68269, l 1/8/05, In the matter of the joint application of SBC Communications, Inc., AT&T Corp and
their Arizona subsidiaries: SBC Long Distance, Inc., SBC Telecom, Inc., Snet America, Inc. db SBC Long Distance
East, AT&T Communications of the Mountain States, Inc., TCG Phoenix, TCG Payphones, Inc., ACC National Long
Distance Corp. db Vista International Communications Notice of Intent concerning the proposed merger of SBC
Communications and AT&T Corp.; Decision No. 68348, 12/9/05, In the matter of the application of Verizon
California Inc., Verizon Select Services Inc, OnePoint Communications - Colorado, L.L.C. db Verizon Avenue, Bell
Atlantic Communications, Inc. db Verizon Long Distance, NYNEX Long Distance Company db Verizon
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1 \

2

proposed transfer in this matter. Staff is not aware of any negative consequences that have

resulted from these conditions in other transactions. .

3

4 Q- Does Frontier's Rebuttal Testimony respond to any other areas of Staffs Direct

5

6

7

8

Testimony?

Yes. Frontier addresses the recommendation that employees impacted by the transfer

"should not have their compensation or benefits reduced for a period of two years

following the effective date of a Commission order in this manner."

9

10 Q.

11

12

What is Staff's response?

This is the same employee recommendation addressed by Verizon to  which Staff

responded earlier in this testimony. Staff clarified earlier in Mis testimony that the

recommendation was not stated as a condition for approval of the proposed transaction13

14

15 SUMMARY AND CONCLUSIONS

16 Q-

17

Does Staff have any modifications to the recommendations included in its September

21, 2009 testimony?

18 Yes. Staff recommends the following, modified Conditions :

19

20

21

22

23

That NewILEC maintain the Average Answer Time for the Residential Service

Order Call Center response of VCA for June 2009 (48 seconds) for the five years

following the effective date of an Order in this matter. Evidence of such should be

provided annually by April 15th of each year for the prior year.

ZN

25 12.

26

A.

A.

A.

3.

That the Applicants stipulate that the number of VCA employees impacted by the

proposed transfer will not exceed twenty-two (22) before an Order is issued in this
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1 s

2

3

matter, and, that a final count of employees along With a comprehensive explanation

of the compensation and benefit treatment of impacted employees are provided

within 60 days of the transaction's consummation.

4

5 Staff no longer recommends Condition 7.

6

7 Q.

8

What is Staffs position regarding Conditions 1 - 2, 4 - 6, 8 - 11, and 13 - 15?

Staffs recommendations regarding those conditions remain unchanged.

9

10

11

That  NewILEC assume or honor all obligations under VCA's current

interconnection agreements, tariffs, and other existing contractual arrangements of

12 VCA.

13

14

15

At the conclusion of all pending dockets, that NewILEC comply with all previous

Commission orders and all future Commission Orders.

16

17

18

That NewLEC will file in this Docket with the Arizona Commission any California

or  Nevada Commission Order  related to  this matter  that  bears on Frontier 's

19 management and operations located in Arizona within 30 days of its issuance.

20

21

22

23

That NewILEC, in an annual compliance filing due by April l 5th of each year,

provide monthly comparative service quality and operating information to ensure

that the Frontier Arizona VCA local exchange areas are served comparably to the

24 Frontier  California VCA local exchange areas that  Frontier  has acquired in

25 transactions related to this matter.

26

A.

4.

2.

5.

1.
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1 v

2

3

4

5

That for the five years following the effective date of an Order in this matter,

Frontier's three Arizona ILE Cs not allow their monthly service quality and operating

performance C decline below dieir average monthly performance for the period of

January 2008 to June 2009. Evidence of such should be provided annually by April

15th of each year for the prior year.

6

7

8

That the existing rate moratorium for the VCA service territory remain in effect until

die December 9, 2010 expiration date, as ordered by Decision No. 68348.

9

10

11

12

That NewILEC commit to local exchange investment levels on a per access line

basis that at least equals the average investment per access line of its three Frontier

Arizona ILE Cs for the live years following the effective date of an Order in this

13 matter.

14

15 10.

16

17

18

19

20

That Frontier report to the Commission (1) the number of VoIP lines served by any

Frontier affiliate within the NewILEC service area and by Frontier's three Arizona

ILE Cs by April 15th of each year and (2) that Frontier attest that the Arizona State

assessments" for VoIP services provided by any Frontier affiliate or ILEC have been

properly paid. Such attestation should be made as an addendum to Frontier's Annual

Report due by April lath of each year for the prior year.

21

22 11.

23

24

25

That Verizon attest that Arizona state assessments for any VoIP services provided by

Verizon affiliates in Arizona have been properly paid. Such attestation should be

made by all Verizon affiliates holding CC&Ns in Arizona as an addendum to Annual

Reports due by April 15th of each year.

10 Utility Fund, 91 l/E911, Telephone Relay Service ("TRS")

6.

9.

8.

a
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1 v 13.

2

3

4

5

6

7

That for one year following the close of the proposed transfer or until Verizon and

Frontier inform the Commission by filing an affidavit with Docket Control, as a

compliance item in this Docket,  that  the proposed transaction activit ies are

completed, Frontier shall provide written notification with a filing in Docket Control

and to the individual members of the Commission 60 days prior to any planned

transfer-related Arizona workforce layoffs, any planned transfer-related Arizona

plant closings, and any planned transfer-related Arizona facility closings.

8
\

9 14.

10

11

12

13

14

15

16

17

18

That if any Frontier Arizona affiliate chooses to conduct layoffs or facility closings

in Arizona that are attributable to the proposed transfer, it shall file a report, within

two months of the effective date of the layoffs or closings, with the Commission

stating why it was necessary to do so and what efforts the Company made or is

making to re-deploy those individuals elsewhere in the Company. This report shall

also state whether any savings associated with facility closings have been re-invested

in the Company's Arizona operations, and if not, why. This report shall be filed for

one year following close of the proposed transfer or until Frontier informs the

Commission by filing an affidavit with Docket Control that transfer related activities

are completed, whichever comes last.

19

20 15.

21

That within 60 days of the transaction's consummation, Frontier and Verizon notify

the Commission of such closing.

22

23 Q- Does this conclude your direct testimony"

24 A. Yes, it does.
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1 ATTACHMENT 1

STAFF's DIRECT TESTIMONY CONDITIONS

That NewlLEC assume or honor all obligations under VCA's current interconnection
agreements, tariffs, and other existing contractual arrangements of VCA.

2. At the conclusion of all pending dockets, that NewILEC comply with all previous
Commission orders and all future Commission Orders.

3. That NewlLEC maintain the Average Answer Time for the Residential Service Order
Call Center response of VCA torn January 2008 to June 2009 (69.1 seconds) for the
five years following the effective date of an Order in this matter. Evidence of such
should be provided annually by April 15th of each year for the prior year.

4. That NewLEC will file in this Docket with the Arizona Commission any California or
Nevada Commission Order related to this matter that bears on Frontier's management
and operations located in Arizona within 30 days of its issuance.

5. That NewILEC in an annual compliance filing due by April 15th of each year, provide
monthly comparative service quality and operating information to ensure that the
Frontier Arizona VCA local exchange areas are served comparably to the Frontier
California VCA local exchange areas that Frontier has acquired in transactions related
to this matter.

6. That for the five years following the effective date of an Order in this matter,
Frontier's three Arizona ILE Cs not allow their monthly service quality and operating
performance to decline below their average monthly performance for the period of
January 2008 to June 2009. Evidence of such should be provided annually by April
l 5th of each year for the prior year. .

7. That the annual ratio of NewILEC complaints to access lines remain the same as the
annual ratios of VCA for the 2006 through 2008 period. Evidence of such should be
provided annually by April 15th of each year for the prior year.

8. That the existing rate moratorium for the VCA service territory remain in effect until
the December 9, 2010 expiration date, as ordered by Decision No. 68348.

2

3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40
41
42
43
44
45

9. That NewlLEC commit to local exchange investment levels on a per access line basis
that at least equals the average investment per access line of its three Frontier Arizona
lLECs for the five years following the effective date of an Order in this matter.

1.

10. That Frontier report to the Commission (1) the number of VoIP lines served by any
Frontier affiliate within the NewILEC service area and by Frontier's three Arizona
ILE Cs by April 15th of each year and (2) that Frontier attest that the Arizona State
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»
assessrnentsl l for VoIP services provided by any Frontier affiliate or ILEC have been
properly paid. Such attestation should be made as an addendum to Frontier's Annual
Reports due by April 15th of each year for the prior year. . `

11. That Verizon attest that Arizona state assessments for any VoIP services provided by
Verizon affiliates in Arizona have been properly paid. Such attestation should be
made by all Verizon affiliates holding CC&Ns in Arizona as an addendum to Annual
Reports due by April 15th of each year.

12. That the Applicants provide a final count of employees impacted by the proposed
transfer and comprehensive explanation of the treatment of such employees before an
Order is issued in this matter. . '

13. That for one year following the close of the proposed transfer or until Verizon and
Frontier inform the Commission by filing an affidavit with Docket Control, as a
compliance item in this Docket, that the proposed transaction activities are completed,
Frontier shall provide written notification with a filing in Docket Control and to the
individual members of the Commission 60 days prior to any planned transfer-related
Arizona workforce layoffs, any planned transfer-related Arizona plant closings, and
any planned transfer-related Arizona facility closings.

14. That if any Frontier Arizona affiliate chooses to conduct layoffs or facility closings in
Arizona that are attributable to the proposed transfer, it shall file a report, within two
months of the effective date of the layoffs or closings, with the Commission stating
why it was necessary to do so and what efforts the Company made or is making to re-
deploy those individuals elsewhere in the Company. This report shall also state
whether any savings associated with facility closings have been re-invested in the
Company's Arizona operations, and if not, why. This report shall be filed for one year
following close of the proposed transfer or until Frontier informs the Commission by
filing an affidavit with Docket Control that transfer related activities are completed,
whichever comes last.

1

2

3

4

5

6
7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

15. That within 60 days of the transaction's consummation, Frontier and Verizon notify
the Commission of such closing.

11 Utility Fund, 911/E911, Telephone Relay Service ("TRS")


